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CHAPTER I 


INTRODUCTION 


1. DEFINITIONS 

The subject matter of this book is the growth of output per head of 
population. What follows docs not depend upon precise definitions 
of these terms; nevertheless some comment on their meaning may be 
heJpful. 

First it should be noted that our subject matter is growth, and not 
distribution. It is possible that output may be growing, and yet that 
the mass of the peoph may be becoming poorer. We shall have to 
consider the relationship between the growth and the distribution of 
output, but our primary interest is in analysing not distribution but 
grow'th. 

Secondly, our concern is not primarily with consumption but with 
output. Output may be growing while consumption is declining, 
either because saving is increasing, or because the government is 
using up more output for its own purposes. We shall certainly have 
to consider the relationships between output, consumption, saving 
and government activity, but we shall be doing this from the angle of 
the growth of output, and not from the angle of the growth of 
consumption. 

The definition of output we teavc to the theorists of national 
income. There are difficult index numbci problems m comparing one 
year’s output with another. There is the difficult problem of deciding 
what is to be tieated as output, and Wtiai is to be treated as the cost 
of output; is increasing f^pcnditu^e on retail distribution, or adver- 
tising, or transportation to be taken as an increase in output, or 
merely as a cost of increasing specialization? If w’ork which was 
formerly done by the consumer for himself (e.g. making clothes) is 
now transferred to factories, is this an inen^ase of output? We 
mention these problems so that pedantic reviewers shall not be able 
to say that we arc not aware of them. We do "hot, however, have to 
solve them. For our concern is not with the measurement of output, 
but with its growth. For the purposes of this book any consistent 
definition of the output of goods and services will do. 

The definition must, however, relate to goods and services — 
‘economic* outpu Jn the old fashioned meaning of ‘economic’ — and 
not to some such concept as welfare, satisfaction or happiness. It 
is possible that a person may beepme less happy in the process 
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of acquiring greater command over goods and services. This 
frequently happens to individuals, and it may also happen to groups. 
This book is not, however, an essay on whether people ought to have 
or to want more goods and services; its concern is merely with the 
processes by which more goods and services become available. 
The author believes that it is good to have more goods and services, 
but the analysis of the book does not in any way depend upon this 
belief. In order to emphasize the fact that the book is about the 
growth and not about the desiiability oi output, he has relegated 
what he has to say about desirability to an Appendix at the end of 
the book. 

We ha\e next to distinguish between output and output per head 
of population. The relation between population and total output is 
an obvious part of our subject matter. Output per head will not 
however be t)ur sole concern, for we are also inlcre^led in output per 
hour of work done, which may difh-.r from output pet head if people 
woik longer or shorter hours, or if a greater or smaller part of the 
population J 5 > at w'ork All these matters vvdl come under teview. 

1 he unit of enquiry is the group. Mo>t commoniy this will be the 
nation-group, in the peculiar statistical .sn'^e ihc gn^up about 
whose activities separate statistics of j^*rchu‘ iff published; 

or the group in respect of whom sepaiate cc n^uses taken. 1 his is 
a definition of convenience, which comes near enougli to defining 
the group as the people und .t one government, without entenne into 
the difficulty of distinguishing between colonial gtwernmcnls, 
fedcralgovernments, and other variatnms of ‘one' government. Much 
of the analysis will, however, apply equally to other groups, for 
example, sometimes to minority groups, and sometimes to regional 
groupings. 

Finally, it should be noted that we shall have frequently to resort 
to abbreviation. ‘Growth of output per head of the population’ is 
rather a long phrase to repeat over and over again in a book. Most 
often we shall refer only to ’growth’ or to ‘output’, or even occasion- 
ally, for the sake of variety, to ‘progress’ oi to ‘development’. What- 
ever the shoit term used, ‘per head of the population’ should be 
understood, unless total output is clearly specilied or clearly intended 
by the context. 


2 . METHODOLOGY 

The growdh of output per head depends on the one hand on the 
natural resources available, and on the other hand on human 
behaviour. This book is primarily interested in human behaviour, 
and concerns itself with natural resources only in so far as they affect 
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human behaviour. Thus it is obvious that poverty of natural re- 
sources sets sharp limits to the growth of output per head, and that a 
considerable part of differences in wealth between different countries 
has to be explained in terms of richness of resources. But it is also 
clear that there are great differences in development between 
countries which seem to have roughly equal resources, so it is 
necessary to enquire into the differences in human behaviour which 
influence economic growth. 

The enquiry into human actions has to be conducted at different 
levels, because there are proximate causes of growth, as well as causes 
of these causes. The proximate causes are principally three. First 
there is the effort to economize, either by reducing the cost of any 
given product, or by increasing the yield from any given input 
of effort or of other resources. This effort to economize shows 
itself in various ways in experimentation, or nsk-taking; in mobility, 
occupational or geographical; and in speciahzation, to mention 
only its chief manifestations. If the effort is not made, either 
because the desire to economize does not exist, or else because 
either custom or institutions discourage its expression, then economic 
growth will not occur. Secondly, there is the increase of knowledge 
and its application. This process has occurred throughout human 
history, but the more rapid growth of output in recent centuries is 
associated obviously with the more rapid accumulation and applica- 
tion of knowledge in production. And thirdly, growth depends upon 
increasing the amount of capital or other resources per head. These 
three proximate causes, though clearly distinguishable conceptually, 
are usually found together 

The second stage of the analysis takes us behind these proximate 
causes to ask why it is that they are found strongly operating in some 
societies but not in others, or at sonic stages of history but less so in 
others. What environments are most favourable to the emergence 
of these forces which promote growth? This stage of the enquiry 
subdivides itself. First we must enquire which kinds of institutions 
are favourable to growth, and which are inimical to effort, to 
innovation or to investment. Then we must move into the realm of 
beliefs and ask what causes a nation to creat^ institutions which are 
favourable, rather than those which are inimical to growth? Is a part 
of the answer to be found in the different valuations which different 
societies place upon goods and services relatively to their valuation 
of such non-matenal satisfactions as leisure, security, equality, good 
fellowship or religious salvation? It is necessary to establish how far 
the spiritual ani? the material values conflict, if they do, and how far 
the institutions reflect particular ideas of the right way to live. Still 
further behind this lie questions relating to nature and environment 
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What causes a people to have one set of beliefs, rather than another 
set of beliefs, more or less favourable to growth? Are the differences 
of beliefs and institutions due to differences of race, or of geography; 
or is it just historical accident? 

These questions arc all questions of consistency: they ask what 
institutions or beliefs or environments are consistent with economic 
growth. But there are also questions of evolution. How do beliefs and 
institutions change? Why do they change in ways favourable to or 
hostile to growth? How does growth itself react upon them? Is 
growth cumulative, in the sense that once it has begun, beliefs and 
institutions arc inevitably fashioned in such a way as to facilitate 
further growth; or is it self-arresting, in the dialectical sense that new 
beliefs and institutions are inevitably created to resist growth, and 
to slow it down? Arc there self-reversing swings over the centuries 
in human attitudes and institutions, which make the process of 
growth inevitably cyclical? 

The field of analysis which we have thus set out is customarily said 
to be divided out between different branches of the social sciences, 
but if the division has ever been made it has never been effective. 
Thus, one might have expected economists to study the proximate 
causes, but they have done so only very selectively. Economists have 
studied specialization and capital. They have also stressed the im- 
portance of mobility, of invention and of iisk-taking, and analysed 
with care and elegance the logical implications of the will to econo- 
mize. Some economists have gone on to study institutions; nine- 
teenth-century economists especially refer frequently to land tenure, 
or to primogeniture, or to joint stock company legislation. However, 
such interests ceased to be fashionable in ihe second quarter of the 
twentieth century, and were even authoritatively stated not to be the 
proper business of economists. All the rest of the field belongs to 
sociologists, to historians, to students of beliefs, to lawyers, to biolo- 
gists or to geographers, but they have done little more than to look 
at it, and to put in a spade here and there. One suspects that the 
sociologists have left the study of economic institutions to the econo- 
mists. while the economists have left the subject to the sociologists. 
Where the general attitude is to leave the field to someone else, 
perhaps there will be no jealousy at the boldness of this writer in 
attempting a general survey. Perhaps too the field will no longer seem 
so discouraging if there is provided at least a crude map of its 
resources and its potentialities. 

The questions of consistency are much easier to tackle than the 
questions of evolution. This is because, like the theories of economics 
or of mathematics, questions of consistency lend themselves to the 
process of deduction from simple premises. For, in the light of one or 
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two simple generalizations, it is not difficult to see why some beliefs 
or institutions promote growth more than others. Relevant generali- 
zations are such as that men are more likely to invest if they value 
extra goods highly than if they do not; or if they will reap the fruit 
of the investment for themselves than if it becomes common prop- 
erty; or if there is freedom to buy or hire co-operating resources than 
if there is not. Economists are applying the deductive method all the 
time to those of their problems which arc quantifiable, at least con- 
ceptually, and which can therefore be handled mathematically. The 
consistency of beliefs and of institutions with growth is not a problem 
in mathematics, and this is why we have in recent years fought shy of 
tackling such matters. But the deductive method is nevertheless 
applicable and fruitful. 

Some of the most elegant work of economic theorists in recent 
years has been concerned with the stability of economic growth. 
Starting by assuming capitalist institutions and habits, economists 
have built mathematical models which oscillate, or rise logistically 
towards a limit, or ultimately swing round from growtli to secular 
decline. '1 hesc results are achieved by assuming various coefficients, 
and various relations between parameters - for such matters as the 
propensity to save, or the birth rate, or the determinants of invest- 
ment decisions. This work m turn has stimulated statistical enquiry 
to discover what relationships and coefficients best fit iccent experi- 
ence in the Ignited States and other advanced economics. This work 
is essentially in the aiea of consistency rathei than of evolution. It 
seeks to discover what the relationships and propensities are, and 
how far the> are consistent with stable growth; it does not tell us 
why the coefficient'! are what they arc, or why they change over time. 
The result is an indispensable tool for short-term analysis, to be used 
when we are enquiring into the history of some particular group 
during some short period of time, during which the basic institutions 
and attitudes can be assumed to change very little. But if we arc con- 
cerned with long-term studies of changes in propensities, or if we 
wish to account for differences between groups or countries, we have 
usually to look beyond the boundaries of contemporary economic 
theory. 

In applying the deductive method to the cdbsistency of institutions 
with growth, the danger we have to avoid is that of bias. There is a 
natuiaJ tendency to assume that things which are associated in the 
society we know must necessarily also be associated in all other 
societies. An important example of this is in the association between 
individualism and growth. In Western capitalistic societies men 
recognize fewer social obligations than they do in most other 
societies, and we naturally tend to assume that a man is more likely 
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to make economizing efforts if the fruit accrues to himself alone than 
he would if the fruit had also to be shared by more distant members 
of his family, or by a whole clan, or by religious or political leaders, 
or by others whose claims he would not automatically recognize in 
an individualistic society. This assumption may be false. Institutions 
which would hinder progress in Western Europe may be conducive 
to progress in a society whose tests of whether effort is worth while 
are quite different because of their different conception of what is 
worth having. There is no way of guarding against this bias except 
observation. From the studies made by anthropologists and by 
sociologists we have to try to decide what is universal, in the sense of 
what is common to human behaviour in different social contexts, and 
so to arrive at basic generalizations which stand up to comparisons 
between societies, and which can therefore in turn be used for assess- 
ing institutions. 

It should of course be added that some institutions or beliefs may 
be consistent with growth but not with each other. For example, 
economic growth is consistent with the state investing twenty per 
cent of the national income in public capital formation, or with 
private enterprise investing twenty per cent of the national jncome in 
private capital formation. But it is doubtful whether it would be 
possible to have one and the same society in which the state invested 
twenty per cent and private enterprisL invested another twenty per 
cent in capital formation. The consistency of institutions with each 
other is a problem of spedal interest in the analysis of social change, 
and it is mainly in this context that we shall have to keep it in mind. 

The most difficult problem in consistency is to explain why people 
hold the beliefs they do. Economic growth depends on attitudes to 
work, to wealth, to thrift, to having children, to invention, to 
strangers, to adventure, and so on, and all these attitudes flow from 
deep springs in the human mind. There have been attempts to explain 
why these attitudes vary from one community to another. One can 
look to differences in religion, but thi.s is merely to restate the 
problem, since it raises the question why the particular religion holds 
these particular tenets, and why it has been accepted in this particular 
place and not elsewhere. Or one can look to differences in natural 
environment, in climate, in race, or, failing all else, in the accidents 
of history. The experienced sociologist knows that these questions 
are unanswerable, certainly in our present state of knowledge, and 
probably for all time. He will not expect any more in this book than 
that they should be briefly explored. We can say a fair amount about 
consistency between institutions and economic growth, and a fair 
amount about the relationship between attitudes and institutions; 
but when we come to explore the attitudes themselves, how they 
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emerge, and why they change, we reach sooner oi later to the limits 
of our understanding of human history. 

Questions of social evolution are even more difficult to handle than 
questions of consistency because the deductive method helps much 
less towards answering them. To understand how or why something 
happens, we must look at the facts, that is to say, we must apply the 
inductive method to historical data. 

Every economist goes through a phase where he is dissatisfied with 
the deductive basis of economic theory, and feels sure that a much 
better insight into economic processes could be obtained by study- 
ing the facts of history The instinct is sound , yet the enthusiasms of 
♦his phase seldom survive any seiiouv attempt to get to gnps with the 
facts of history This is because there are very few facts of history m 
the relevant senses. We mean by this, in the fust instance, that it is 
only lor ver> few countries and fv>r very recent periods that any 
adequate quantity ol hisioiical records exists, and even when there 
are of records we CaUiMt alwa>s be Cv^itain exactly what 

happened loean also a»ort wjnifiLartlv tha* the ‘facts’ which 
wou‘d merest the th''o»i>t a'-e not wlut happened ^at why it 
happened , and v/ruie his‘t iv may record v^hat hipponed, it is seldom 
able to record wh'^ it tiapptned Ihe records mav show what some 
people wlio ’ivcti at tb' »inic ♦bought to be the cause But, lot m<»st of 
theeveno ihatud* le i ccomsmiscv (and espeeialU for gradual changes 
in institutions or beliefs), very lew C()ntcinpora»'ics even knew that 
they were happening, and most of the recorded opinions as to why 
they wen. I»i*ppci mg have to be tiealed with resen e. 

Hlslor^ thcicfore coi.msI^ not of facts but ol histonans’ opimons 
of what happened, and ol whs it happened Himo lans’ opinicms of 
what happened aie usually prctt> ichaMe with, course, striking 
exceptions - smcc hiSToium aic Paiaed m ^dtint historical evidence. 
But ths’ir opmiona of why H hv. opened aic asuall^v not noie than a 
reflection of then pcrssmal daiuics of s xic*l ciusatmn, which deter- 
mine which facts they selevt as impo’-tant. Most economic historians 
explain econonne events m tejms of the economic the )ne«^ current at 
the lime of wrilinc (ni worse still, current m their undergiaduate 
days when they were leaiiim^ incir economic tneofv), and a new crop 
of economic theoues is liable to be »oliowc5 by a new crop of his- 
torical articles rewriting history in terms of the new theory. A good 
histo«an’s opinion of what happened, and of whether the facts he 
finds are consistent with this hypothesis or with that is alwavs worth 
having, and is indispensable Yet it is obvious thnt when the social 
theorist appeais to facts, m the sense of appealing to history, he 
is appealing to facts in quite a diflcrent sense from that in which the 
chenust or the biologist appeals to facts. 
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But our difficulties do not end here. For even if what happened 
were clear beyond all doubt, it would still be difficult to construct 
social theories from these facts. Each historical event has a number 
of contributing causes. The event may repeat itself several times, but 
the constellation of causes is usually different, since history cannot 
repeat itself exactly — if only because each successive event has more 
history behind it. The problem is therefore to decide which causes 
are more important than others. If the events with which we are 
dealing are measurable we can sometiines do this by means of 
statistical techniques, which result in equations where each cause is 
assigned a specific weight (coefficient). Jf we arc dealing with non- 
measurable events, however, wc are back in the realm of personal 
judgment. This is made still more difficult by the limitations of the 
human mind. No one person can know enough history — of different 
periods and different countries — to know enough facts— even if the 
facts were perfectly knowable— to feci confident that his theory is 
based upon a comparison of a sufficient mirnbcr of events to lustify 
generalization, that he has got all the facts right tach time, and that 
his generalization could not be disproved by adducing other similar 
events which ho has not considered. 

It lollows that theories of social evolution can never be pfaced upon 
as secure a foundation as can the theories of chemistry oi biology, 
whose appeal is to repeatable experiments. 7 he difference may be 
one of degree only, in the sense that the more speculative theories in 
the natural sciences arc often up.sel by the discovery of new facts. 
But the facts of histoiy are so much less securely established than 
are the facts of repeatable experiments that this is one of those 
differences of degree which is virtually a ddfejcncc in kind. 

It does not follow that we should cease to try to understand social 
change; man being a curious animal, it is be>orid our nature to cease 
to try to understand. Whar follows is that wc should be modest in our 
claims, and recognize how tentative is any hypothesis which we 
claim to base upon the study of history. 

The formulation of theories of evolution proceeds at two levels. At 
the lower level wc try to di.scover how things change and why; at 
the upper level we predict what is going to happen. The former is the 
essential business of sobial theorists, but it is of course the latter which 
offers the greatest excitements and follies. 

At the lower level the social theorist attempts to discover which are 
the important variables, what are their relative weights, and how they 
are interconnected simultaneously and in time. At the upper level he 
has to predict how all the variables will change, and it is this which 
makes prediction impossible. 

Most predictions are no more than exercises in method. We say: 
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the result depends on the behaviour of variables a to z; if we assume 
that aio g stay constant, and that hio r change in certain specified 
ways, then we can predict that the result will be such and such. To 
be able to predict what will happen we have to be able to know 
how all the variables are going to behave; we must know whether 
there is going to be a war within the specified time, or an earthquake, 
or an outbreak of influenza, or the birth or death of some influential 
person at a critical time, or a thousand other matters which influence 
the course of events. Many of these things can never be foreknown; 
even if they could be foreknown no single brain could ever set up a 
system of equations which could embrace all the millions of variables 
which determine the future. We cannot therefore hope to achieve 
more than partial predictions of the ‘if . . . then . . variety. 
Examples of these are the difference equations which we use in 
exercising some problems of economic dynamics; or the Ricardian 
theory of economic growth through population and diminishing 
returns towards stagnation; or the Schumpeterian prognosis of 
institutional developments in Western capitalism. These exercises 
in method are often presented as something more than this, because 
the authors either do not realize themselves or fail to make clear to 
others the assumptions upon which the exeicisc is based. They usually 
also fail to predict the future correctly, because the coeflicicnis were 
wrong or have changed, or because the relations between the vari- 
ables were wrong or have changed, or because new variables which 
had been neglected turn out to be important. The failure of these 
exercises is no cause for shame, since it is only by finding out why 
hypotheses are inadequate that w'c can hope to glean a less imperfect 
understanding of the how and why of social change. 

In this book we write with fair confidence on how society changes, 
but with little or no confidence on ihe dircclions in which il is likely 
to change. There are a few well e.^tablishcd generalizations on the 
process of change — on such matteis as who are the most likely 
innovators, on the role of imitation, on the sources of resistance to 
change, on the logistic process of growth, and so on. These generali- 
zations seem also to have universal application, in the sense that the 
proces.s of social change is much the same today as il was 2,000 years 
ago, and is much the same in societies of vatying stages of develop- 
ment. Hence in writing about such matters we can take all human 
history for our province, without seeking to find different laws for 
different stages of social organization. Here we are in much the same 
position as when we discuss problems of consistency; human atti- 
tudes to propciiy or to reward, or to child bearing do differ, but 
different societies have enough in common for it to be possible to 
deduce some general rules of human behaviour. We can tell how 
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change will occur if it occurs; what we cannot foresee is what change 
is going to occur. 

This introductory statement on methodology may help to explain 
why this book docs not pursue lines of enquiry which may be found 
in other analyses of economic evolution. We do not believe that it is 
possible to say how any particular social system is going to develop, 
and we do not, therefore, like Ricardo or Marx or Toynbee or 
Hansen or Schumpeter set out a theory of the laws of evolution of 
society. We do not believe that there ^rc stages of development 
thri»ugh which every si>ciety must pass, from primitive stages through 
feudalism to exchange economies, and do not therefore follow in the 
footsteps of Comte or Marx or Herbert Spencer or Weber. All our 
prediction is on the much more pedestrian level of enquinng how far 
the changes which occurred in the wealthier countries as they 
developed may be expected to repeat themselves in the poorer 
countries if they develop. S<^metjmes we can answer fairly con- 
fidentiv; for example, to say tiiat the proportion of the population 
engaged in agriculture will fall, or that status relationships will give 
place increasinglv to contractual rcbunpbhips. In other places we do 
not know the an'>wer, s.u.h as in predicting whether the biith r.ue will 
fall as the standard of living rises, or wuether war is an^inevitable 
product of ecvinomic growth. Much of the b^ ok concerned with 
noting the changes which have occurred in developing toci^'Ties, 
and in enquiring whether Tho«c who come after may be expected to 
follow in the footsteps those who went before. As for ihc leading 
countries themselves, wc hold ft to be imposMhlt to predict where 
they w'lll go next, sin^-c we d.* not believe that the future of the human 
lace Is giwenicd by immutable laws of which we have or uin have 
kuow'ledge. 


a LAVOin 

I he layout of a book on econonuc growth is largely a matter of 
personal choice. Tlie inatteis to be studied are so closely niter-rdated 
that it does not matter where one begins. This hook begins with the 
effort to econoiTuze, and the beliefs and institutions which determine 
how vigorous this effort is. Next it considers the role of knowledge in 
growth, and the processes which facilitate both the accumulation and 
the diffusion of knowledge. The study of resources per head opens 
with a chapter on capital, and then continues with a chapter on 
population. This in turn leads naturally to international trade, since 
this is the outcome of different distributions of resources relatively 
to population. The role of government in economic development is 
not a separate subject; it really belongs to each of these chapters; 
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but it is convenient to treat government in a separate final chapter 
because of its importance. In each chapter the approach is the same; 
from the angle of consistency with growth we are interested in 
economic relations, in institutions and in beliefs; and from the angle 
of evolution we arc interested in why things change, in how they 
change, and in whether any trends can be perceived. 

This division of our subject matter between the various factors in 
economic growth makes it necessary to stress from time to time the 
inter-relationship between the several factors, in the sense that 
advance on any one front will bring about advance on the others as 
well. If more capital becomes available, for example from abroad, it 
will as likely as not be associated with new technologies, and will 
probably affect the pattern of institutions and of human attitudes, 
if new knowledge is discovered, investment will be stimulated, and 
institutions will feel (he impact. If institutions are liberalized, human 
effort will increase, and more knowledge and more capital will be 
applied in production. Social change is cumulative, with the effect 
that different factors reinforce each other. 

Despite this inter-relationship, there are fashions in asserting that 
some one factor is more important than all the others. To Adam 
Smith, for example, and a long line of liberal economists, what was 
needed to promote economic growth was primarily the right in- 
stitutional framework; given this framework there was not much 
need to bother about willingness to make effort, or about the accumu- 
lation of knowledge, or about capital accumulation, since all these 
were instinctive human reactions, inhibited only by faulty institutions. 
To Malthus, on the other hand, one of the major obstacles in under- 
developed countries was lack of demand, which we would translate 
in these days as *a low valuation of income in relation to leisure*, and 
this point of view has many adherents toda>. Another school fastens 
upon low technological skill as the bottleneck; President Truman’s 
programme for under-developed countries, for example, which 
claimed that technical assistance is what the under-developed chiefly 
need from the developed countries. Or there is the school which 
fastens upon capital as the bottleneck, claiming that if only the 
capital were available new technologies could be made available 
too, and that in the process of economic growth all institutions hostile 
to economic growth would be altered or swept away. And finally 
there* is the school which puts all the emphasis upon natural re- 
sources, claiming, in effect, that every country gets the capital and the 
institutions which its natural resources warrant. Corresponding to 
these different emphases, we get the different meanings of the word 
‘under-developed*. A country may be under-developed in the sense 
that its technology is backward, when compared with that of other 
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countries^ or in the sense that its institutions are relatively un- 
favourable to investment, or in the sense that capital resources per 
head are low when compared say with Western Europe, or in the 
sense that output per head is low, or in the sense that it has valuable 
natural resources (minerals, water, soil) which it has not yet begun to 
use. A country may be more under-developed in one of these senses, 
and less so in others, but in practice there is such close relationship 
between these indices that it is odd to find men abusing each other 
for using the v\ord ‘under-developed* ii* one sense rather than in 
some other. 

Of course, it is true that one obstacle to growth may stand out 
above all others, in some particular place at some particular time, 
either in the sense that the deficiency is greatest at this point, or else 
in the sense that it is easier to make a utart thcie than at any other 
point. For example, it is possible to think of countries ^^he^e the 
principal contemporary obstacle to giowlh is institutions (e.g. bad 
government, or bad tenancy laws) in the sense that more knowledge 
and capital would come forth if the institutions were changed, but 
not olheiwise. It is equally possible to think of other places where 
current institutions are not an obstacle to economic gro\\th, and 
where the principal shoitagc is capital And there are*still other 
places where a good start could be made b> taking new technologies 
to the farmers, in the shape of tertili/crs and better seeds. It is some- 
times desirable to concentrate one’s attention on a single problem 
to the exclusion of most others. 1 his, however is only a temporary 
tactic, in the sense that if one succeeds in bi caking one bottleneck, 
the result is usually that some other comes into prominence. If the 
farmers take to the seeds and fertilizers, new capital v^ill be needed 
to handle the extra output; if capital becomes available, mortgage 
and other investment laws must be made appropriate; if institutions 
improve, some other obstacle to growth then comes into view. 
Hence though the reformer may begin by wvirking upon one factor 
only, he has to bear in mind that if lie is to have full success, much 
other change is involved beyond the factor with which he is im- 
mediately concerned. 

In this book we separate the various causes of growth for analy- 
tical purposes only. Sirlcc the causes are inter-rciated, the book must 
be read as a whole if it is not to be misunderstood; each sentence, 
or paragraph or chapter takes for granted what is written elsewhere, 
and if torn from its context, may cease to be true. There are also 
certain topics, c.g. religion, w'hich have to turn up in several chapters, 
each time in reference to some different aspect of economic growth. 
Some confusion is inevitable when one has to dissect a subject which 
cannot be dissected. We have tried tgia— p^confusion to a minimum 
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by making frequent cross-references in the text, but the reader who 
wishes to get a complete view of any single topic must use the index 
for this purpose. 




CHAPTER TI 


THE WILL TO ECONOMIZE 


Tiir three proximate caiiseN of economic growth, \\c have said, aic 
economic activity, mcrcasm^ knowledge, anti increasing capital In 
this and the succeeding cliaptci we pursue the hrst. 

1<> econoiTiK <ictivpy we mean clTori directed towards inert vising 
the vield of a given effort or resouic^, oi towarK reaucin<T^ the cost 

a given \ii Id To say that ccononite aoluit> i ia"i c^saiy to econo- 
mic gi( wtJi I K* ^ay ro moie than that men aic Jiki-h to pct more 
upLs ’5 t«iev »r' get snore Grovth i the i 2 <jU <*f human effort. 
Nature is not partic Lilly kind to man iv.ft to IciscU she ’ il! over- 
whelm with weeds, witii hoods, with epidenuc^ aad with other 
disasters wh.ch nian '*a-ds rfl h) uking thought and attain ]1 is by 
fjcwCriitif th- vaii^l chalJ^iiges piescnud by his cnviioni.jcnl thit 
man is ab«e n iimuiT«erabk wa^ to wrt^^i iiom nature more pioduct 
less erh \ 

J ‘ ivsf pt the vbilkng of nocurc is to ht wdlinr to experiment, lo 
'tel. (‘It oppe^rtu' ihc'*, to icsponcl t' openngs, generalJv to 
manoeuvre, fhe grcatfsl growl! ocents m M>c»ctie whciemen have 
an eve t^ t»’C '“conomic slwicc, and arc wilhng to stir theirisejves to 
w 

No,\ st>t#cti‘ s dtjfcr Widclv frwri c«ich othei m the extent to which 
then members sttk out an \ t\ loit cr m* nuc opporruialies There is 
a d’hercuo .bcH\eer' toamn.-s n gionps in the sana countiy 

(e.g regioii.d, rcligiuu^ oi rtCMl ^'oups; and between patterns of 
behaviour m the e coanPv at di ‘erem stages ot its history. '1 hese 
difierences niay be traced to three didinU causes* namely to differ- 
ences in the valuation cd material g'sods relatively to the ctfort 
required to get thc»n, to diTerercc*- m availabJe^'pportunitks, and to 
differences in the extent to whuh instjtutit*ns en'.ourage effort, either 
bv removing obs+jHes in its wav, oi by cns» rng to tlio individual the 
truil of his effort. Many ot The obs» •'♦ed differences m effort are due 
to institutional defects, and social rcform»*is who wish to promote 
economic growth are riainly coiic.eined with seckiiig to bnng about 
appropriate changes in inslituiions, whether by propaganda or by 
law. There arc, however, also real psychological differences in the 
willingness to make effort, and we must analyse these differences 
first. Needless lo say the attitudes and the institutions are not 
independent of each other, we separate them here only for purposes 
of analysis. 
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1. THE DESIRE FOR GOODS 

When we say that a particular group places a low valuation upon 
goods relatively to effort, the difference may lie either in a lesser 
appreciation of goods and services, or else in a higher psychological 
cost of the effort required to get them. Under the first heading, the 
lower valuation of goods may be due to asceticism, or to a higher 
valuation of other activities, or to limited horizons. Under the second 
heading we must remember that economic effort embraces all ways 
of seeking out and using opportunities, not only work, but also 
mobility and enterprise. We shall consider in turn attitudes to each of 
these matters. 

(a) Asceticism 

Ascetic codes recognize special merit in consuming less than the 
rest of one's fellows. Several paths lead to the ctmclusion that this is 
the superior way of life. In the first place, some codes stress the value 
of learning to control one’s natuial desires, for food, for sex, for 
comfort and for other satisfactions; they encourage forms of fasting 
and other discomforts as means of &pinlual growth. In the second 
place, earning one’s living consumes time which might be given to 
meditation or to religious exercises; not all religions take this view- 
in some God is glorified as much in wi‘rk as in prayer, and w'ork is a 
means of earning spiritual merit In the third place, earning a living 
sometimes brings out aggressive tendencies towards one’s fellows, 
and it is better to avoid this temptation by confining oneself to con- 
suming as little as one can manage. 

Most codes distinguish between what is expected of priests, or 
others piofessionally engaged in practising, safeguarding or dis- 
seminating the code, and wliat is expected of the laity. Priests are 
generally expected to be poor. This is n(»t always so even in the theory 
of the matter; the priests of some religions, e.g. in Africa, are not 
expected to be more ascetic than their fellows Also, the theory is not 
always put into practice, for. in many chuiches where ascetism is the 
ideal expected of priest, there is nevertheless much wining and dining 
and living in luxury. This distinction between theory and practice is 
facilitated where a distinction is drawn between the priests and the 
church. If the code does not prevent thechurch from growing rich — and 
hardly any religion opposes the accumulation of wealth by its church — 
it is hard to expect the individual priests, who administer the wealth 
of the church, to refrain from enjoying some of it for themselves. 

The distinction between what the code expects of priests and what 
it expects of the laity cannot be watertight, if only because the laity 
are expected to model themselves to some extent upon the priests. 
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whose way of life is supposed to be the model of holiness. In the 
matter of asceticism, however, the code seldom demands of the layman 
more than that he should practise various forms of asceticism (espec- 
ially fasting) from time to time, or on specified days, or for specified 
periods. And these periods of asceticism are usually matched by 
corresponding festivals or feast days, when the faithful are en- 
couraged to give themselves over to indulgence in varying degrees. 
In origin, many of the fasts and the festivals are associated with the 
seasons of agriculture; one fasts in the hungry period before the 
harvest, and feasts in thanksgiving when the crop is garnered. 

The only parts of the world in which the ascetic ideal is held before 
the laity with any emphasis are the parts where Hinduism and 
Buddhism hold sway, and even in those parts it is doubtful whether 
this ideal actually influences the conduct of many laymen. It may be 
that in these countries some people who might otherwise pursue a 
business career are attracted instead to the priestly life, but this 
happens everywhere. It may also be that the proportion so attracted 
is larger than it is elsewhere, and that there are ‘too many priests* in 
the restricted economic sense that too much talent is withdrawn from 
economic pursuits, and also that resources which the laity could 
otherwise have used for capital formation have instead to be used for 
supporting a disproportionately large class of priests. But this if it 
were so, would testify merely to the power of religion in those parts, 
and to the attractiveness of the priestly life. The powei of a religion 
to attract large numbers into its professional service is not primarily a 
function of whether or not it stiesscs the merits of asceticism. Coun- 
tries as widely separated as seventeenth century Spain and contem- 
porary Tibet arc alleged to have been drained economically by an 
excess of priests, but the allegation is more relevant to investigating 
the forces which determine how much resources are available for 
capital formation than it is to a discussion ot the effect of asceticism 
upon the behaviour of the laity. 

It is safe to assert that this effect is small. Nowhere in the world 
are laymen reluctant to seize opportunities of raising their standard 
of living simply because they believe that would be bad for their 
souls to raise their current standard of living. They may not think it 
worth the effort, but that is a different proposition, which we shall 
discuss in a later section. If no effort were involved, very few lay- 
men would refuse to enjoy a higher standard of consumption solely 
from fear that this might stand between them and salvation. Thus, if 
seeds of higher yield, or artificial fertilizers, vere offered to the 
farmers of India or Burma, nothing in their religious outlook would 
stop them from applying these aids to their work, or from enjoying 
the superior fruit which would result. Religion may deter people 
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from seeking a living in certain ways — we shall come to this later — 
but it does not deter anyone from enjoying a higher standard of life 
which has been earned without sin. 

(b^We^th and Social Status 

i^jpptosi communities the attractions of asceticism are small when 
compared with the attractions of wealth, either as a means to power, 
or as a mark of superior social status. 

The attractions of conspicuous consumpiion are a familiar theme. 
Goods may even be desired for this purpose even though they cannot 
be enjoyed. Many men acquire objects which they are not able to 
enjoy, solely to emphasize their status— the hterature is full of pianos 
in houses where no one plays them, of private picture galleries ow ned 
by insensitive millionaires, of cattle kept to show tribal status 
instead of for meat or milk, of goods acquired for conspicuous waste 
or destruction, and of similar examples of good^ desired for show 
rather than for personal enjoyment. I'hcse displays are practised 
particularly by persons who are moving from a lower to a higtivT 
social class, and who arc anxious to be recognized in their super lor 
status. In the industrial countries they arc much indulged m b> the 
noveaux riches. In the colonial countnes. where the ruling classes 
differ in race from the ruled, it will also often be found that the 
middle and upper classes indulge excessively in conspicuous con- 
sumption. This is because one form which their nationalist self* 
assertiveness takes is to show that they arc ‘as good* as their rulers, 
at least in being able to build as big liouses, or to drive in as big 
cars, or to throw as expensive parties. This excessive consumption 
often weakens the subject people, by throwing them into debt, and 
by reducing the amount which they might save and invest in accu- 
mulating wealth. 

Wealth is also desired as a means to power — whether it be the 
power of bribery, political power, power over employees, or other 
forms of power. 

Wealth is not, however, always the easiest road to power or 
prestige. In modern capitalist socieiy anyone who becomes rich can 
move into the highest — or nearly the highest — social circles. In many 
other communities this is* not so. As in Hindu society, it may be the 
priestly caste that all others respect; or as in old China, the learned 
man. Elsewhere, it is the soldier; or prestige goes to birth in noble 
families. In any country the most enterprising young men will try to 
distinguish themselves in the ways which win highest distinction; if 
the way lies in war, in hunting, in religion, in bureaucracy— wherever 
it may lie, thither they will go. They will turn their thoughts towards 
economic activity only if the successful organizers of economic 
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activity can achieve the highest honours. In the early days of the 
Soviet Union the organizers of economic activity were despised; 
there was glory for the party man, or for the trade unionist, or for 
the scientist, but the factory manager was held in low esteem. Today 
all is different. The successful manager is very highly paid ; is accorded 
special privileges in housing, and in entertainment; is no longer 
subordinated to workers in his own factory; and moves in the 
highest social circles. 

This is one sense in which it is true that wealth is desired more in 
some countries tlian in others, and that the amount of effort given to 
producing wealth is a function of the desire for wealth. This, however, 
is merely a matter of degree. In c^ery country of the world wealth 
wins icspect and prestige, even though in some there is a time lag, 
and wealth may not acquire its full prestige until the second genera- 
tion. Making nioniy, neverthcles'^, always competes with other ways 
of acquiring social status, and the proportion of intelligent and 
enterprising young men attracted to this way of life is partly a 
function of tiie relative status of money making and of other 
activitic.s. Thus some believe that the relative status of money makers 
is highei in the U.S.A. th«in it is in Hngland, and higher in England 
than It IS in Burma, and that iJicse differences of status partly 
account for the difi'ercnccs in the late of economic growth with which 
they correspond. Similarly, most analyses of industrial revolutions, 
both of those which have come off and of those which have failed, 
enquire into the relative social status of the merchant class just before 
the revolution, as compared with the status of aristocrats, scholars 
and military classes. Foi ,*xamplc, differences in this resp<'ct between 
China and Japan arc usually given as part of the explanation why 
their economic history' has been so diflercnt in the last hundred years. 
Similarly, the l^iw statu.> of tiade 'ii Spain, compared with its status 
in Elizabethan England, is not irrelevant to explaining why Spam 
failed so signally to exploit her economic opportunities in the 
sixteenth and seventeenth ceiituiies. 

It was at one time the custom to associate the present high status 
of money making in Western capitalist countries with the change* in 
the Christian religion which occu’‘Ted during the Reformation and 
the Counter-Reformation. It is true enough that mediaeval Christian- 
ity tended to condemn commercial activities as a way of life, and 
alsd regarded it as sinful for any man to want to become wealthy in 
order to raise his social status and that of his family. Nowadays, 
however, more importance is assigned to the growth of the opportu- 
nities for making money, which began to be evident from about the 
twelfth century, with the expansion of seaborne trade. As wealth 
accumulated it became more respectable, and long before the 
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Reformation the Christian theologians were engaged in adapting 
their precepts in order to show that trade and usury were not 
necessarily sinful activities. By the time the Reformation occurred 
in the fifteenth century, this adaptation was already advanced. This 
is an interesting illustration of the relationship between religious 
change and economic change, which wc shall be discussing more fully 
in Chapter 111 (section 4(a ) ). Since religion reflects economic change, 
economic attitudes cannot be explained exclusively in religious terms. 
On the other hand, if only because of the time lag in religious change, 
the influence of religious beliefs upon economic behaviour is at any 
time of great signilicance. 

In almost every society wealth, prestige and power are closely 
associated. Where societies differ fundamentally is in what the 
wealthy do with their wealth, and in the sources of wealth to which 
prestige attaches. In pre-capitalist societies rich men spend their 
wealth in unproductive ways, whereas in capitalist societies they 
invest it productively. There are not great difi'ercnccs in the degree of 
inequality of income, as between stagnating and expanding econo- 
mies, but it makes a great difference to the rate of economic growth 
whether the rich spend their incomes on keeping retainer.^ and on 
building monuments, or whether they invest it in irrigation woiks, or 
mines, or other productive activities. It is the habit of productive 
investment that distinguishes rich from poor nations, rather than 
differences in equality of i^-icome, or differences in the respect 
accorded to wealthy men. Again, in so far as there arc difleiences in 
prestige attaching to wealth, what matters is the relative status of 
those whose wealth is made or represented by productive investment, 
as compared with those whose w'ealth springs from ownership or 
inheritance of land. In most societies the landowners constitute the 
aristocracy, and it is only in societies which have undergone con- 
siderable economic expansion that rich men whose wealth is founded 
upon commercial activities can move on equal terms with men whose 
wealth is founded upon land. The really significant turning point in 
the life of a society is not when it begins to respect wealth, as such, 
but when it places in the forefront productive investment and the 
wealth associated therewith. 

Behind the differences in attitudes to productive investment lie 
many factors which we shall consider in more detail in Chapter V 
(section 2(b ) ). Not the least of these arc differences of natienal 
aspiration. Countries which are anxious to be strong militarily, or to 
be independent, or to colonize or conquer other countries, usually 
also want to have economic strength, if only because this is necessary 
in war. In our own day we can sec this nationalist aspiration at work 
in several countries. The colonial or formerly colonial countries are 
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busily enquiring into the causes of economic growth, and framing 
plans for economic expansion, partly because they want to raise the 
standard of living of their peoples, but also because they wish to raise 
their international status. The U.S.S.R. has forced through pro- 
grammes of tremendous expansion at tremendous cost in human 
misery. Great Britain, anxious to retain her status as a first class 
power, is preaching the gospel of productivity, and so on. Differences 
between countries in their altitudes to wealth arc rapidly diminishing 
because of the strong force of nationalist aspirations. And they will 
diminish all the more as the resulting study of the possibilities reveals 
opportunities for wealth hitherto unsuspected. 

(c) Limited Horizons 

We have argued so far that asceticism is not, in practice, a drag on 
economic effort, and also that most men desire wealth, whether for 
personal enjovment, or for prestige and power, though it is also true 
that the prestige of wealth, relatively to the prestige of other forms 
of success, varies in different communities. Wc come now to what is 
probably the most important limitation on men’s desire for goods, 
namely their limited horizons. 

The point we wish to make here is that wants arc limited because 
the goods one knows about and can use arc limited. The degree of 
limitation varies widely from community to community, depending 
upon the accumulated physical capital, upon (he accumulated 
cultural capital, upon habits and taboos, and upon sheer ignorance. 

By physical capital wc mean the physical environment which is 
necessary for the enjoyment of particular satisfactions. This may be a 
question of nature or of artifice. Thus people wh(' have no access to 
water do not require boats, Icc cream is not popular at the Poles, nor 
furs at the Equator. There is not much demand for furniture among 
people whose houses are Mnall and dark. Electrical equipment — 
gramophones, w^ashing machines, toasters, \acuum-clcaners— 
cannot be used in places where no electric current is laid on. Motor 
cars cannot run where there are no roads, and so on. Tn most poor 
countries there is not the accumulated pil^ sical capital to support 
a high level of wants. The individuafs house is small and there is no 
electricity, gas or water laid to it. Ard ther^ is a similar lack of other 
capital. Thus the goods which the individual can buy and use are 
ext^pmely restricted. 

By cultural capital we mean the background of knowledge 
accumulated by the society. Thus, unless the ind vidual can read he 
has no use toi newspapers, books, and other consumer goods whose 
enjoyment depends on literacy. If the culture’s musical appreciation 
is at a low level, there is little demand for musical instruments or for 
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musical entertainments. Similarly, the theatre, the cinema, the 
sports stadium, the dance hall, and similar purveyors of mass 
entertainment depend upon the nature of the people’s culture. 

Wants are limited, thirdly, by habits and taboos. At low levels of 
living, food and clothing account for two-thirds of income, or more. 
But these are just the fields of expenditure where social convention is 
important. Thus it is hard to get people co improve their diets, if this 
improvement means eating new sorts of food, or eating food pre- 
pared in new ways. And there is similarly a limited market for styles 
of dress which are not generally approved. 

Finally, wants are limited by ignorance. In spite of the limitations 
of physical background, cultural background, and habit or taboo, 
there remain some goods which people would be willing to buy, and 
to make the effort to get, if they knew about them. But the process of 
spreading knowledge is slow. 

These are among the reasons why in some primitive communities 
people work vciy little, and are not tempted by offers of employment 
even at what appear to be high wages. They arc not tempted because 
they would not know what to do with the money ; or more exactly 
because the things they could buy with the money yield low marginal 
satisfactions. It is also for these reasons that large increases of income 
are so often misspent, by western standards. The money cannot be 
spent as westerners would spend it. In particular, it lias to be spent 
not so much in acquiring new goods, of a type not owned before, as in 
buying more of the same* -more drink, or more wives, or more cloth. 

If wants arc limited, it is only natural that people will work fewer 
hours as the remuneration per hour increases. Conversely, if wants 
are expansible, it is theoretically possible that people will work 
more as remuneration per hour increases. In considering the 
elasticity of wants we have to distinguish between the short run and 
the long. In the short run a man has definite ideas of the standard of 
living which he has to try to maintain, this being the conventional 
standard of his class. If earnings increase his immediate reaction is 
to work less, and if earnings decrease his immediate reaction is to 
work more. In the longer run, however, his standards are adjustable. 
If life has become harder, he may lower his standard, and revert to 
shorter hours; if life has become easier he will raise his standard, and 
revert to longer hours. For, it is not only the standard of living that is 
conventional, but also the number of hours worked. The immediate 
effect of a change is to leave the standard more or less unchanged, 
while altering the hours substantially; whereas the ultimate effect is to 
alter the standard substantially while hours revert towards the pre- 
vious convention. 

In primitive societies extra income beyond the conventional level 
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cannot be enjoyed as much as in more advanced societies because of 
the limited range of possible uses. There will be a demand for goods 
if they can help to reduce further effort; bicycles reduce the need to 
walk; guns make it easier to kill wild beasts, for food or for pro- 
tection; tanks conserve water^ Extra income may also give greater 
power over one’s fellows; by securing election to coveted positions; 
by bribery; by purchase of slaves; by moneylending. Or goods can 
be used for display; one can give big banquets; or have more wives; 
or buy more clothes or jewellery ; build bigger tombs ; or impress one’s 
fellows by orgies of destruction, including destruction of some of 
one’s equipment (eg. fishing 'boats in Polynesia). There is also a 
temporary demand for useless novelties, both to satisfy cunosity, 
and also for display. All these motives, of course, arc present in all 
societies, whatever their degree of development What distinguishes 
the primitive from ♦he advanced societies is firstly that in the advanced 
societies there can be more enjoyment of extra commodities for them- 
selves, and not merely because of the opportunities they give for 
display or power or reduced effort; and secondly that the range of 
goods that can be enjoyed is so much wider. 

The expansibihty of wants increases as physical equipment in- 
creases, as the culture becomes more complex, as the hold of conven- 
tion weakens, and as knowledge of new goods is spread. This last is 
naturally the key to the expansion of wants, since it is the knowledge 
of new goods which sets in motion the forces that destroy convention 
or change the physical cnviioninent. To understand how wants 
become more elastic w'e must therefore understand how knowledge 
of new goods is spread. 

The process is one of imiuiion. New goods can be sold sometimes 
merely by persuasion. The domestic innovator, or the foreigner who 
brings the good from some other c<mntry, may try to sell it merely by 
persuading people to iry it out, but the good is not like.y to become 
popular until people see it in use by others. These others must usually 
be persons whose status in ihe community is somewhat superior, so 
that the rest of the people wish to inutale them. 1 here are exceptions 
to this; television has cvcr\ where spread more rapidly among the 
common people than it has among people of superior status. 
Nevertheless it is generally the rule that ne^ goods are adopted first 
by the upper classes — if only because these can usually afford them 
firsts and are freer from the restraints of convention — and are later 
taken up by the lower classes. 

The speed of diffusion therefore depends, among other things, 
upon the relations between the upper and the lower classes. It depends 
on whether they live mixed up with each other, so that the poor can 
sec what the rich consume; or whether the rich live in their own 
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separate part of the town or of the country, enjoy their leisure in 
exclusive clubs or other surroundings, and avoid social mixture with 
other classes. It depends, again, on whether the rich encourage the 
poor to imitate them, or whether there arc laws or customs which 
deter the poor from consuming the sort of things which the rich 
consume. It depends also on the degree of social mobility, since if 
it is easy for members of the lower classes to rise, there will be some 
desire on the part of those who are rising to display their changing 
status by adopting the consumption hab;ts of the rich. The more 
democratic the community, in terms of mixing together socially, the 
more elastic wants will be, in terms of effort. 

Societies differ in the extent to which the spread of new goods is 
hindered by difficulties of diffusion, in comparison with other 
difficulties. In primiti\e societies it is more probably lack of equip- 
ment, and such cultural lags as illiteracy, that limit wants rather than 
ignorance of new goods. This was not so in the da>s when these 
countries were cut off from foreign contact. But in these days, with 
foreigners in their midst living at high and envied material standards, 
most of the people in tliese countries could think of ways of spending 
extra income, if it were not that their houses are small, and that 
electricity, gas and water are not available on tap. Much extra income 
flows into better housing and furniture. On the other hand, in a 
country like England, the limit to the desire of the low'er classes for 
more goods is more probably lack of desire to imitate the belter off, 
with telephones, or cars, or refrigerators or expensive clothes, and 
this is because the undemocratic social (as distinct from political) 
traditions of the country cause tlie lower classes to be more satished 
to accept their material station in life than arc the corresponding 
classes in the United States. 

2. THE COST OF EFFORT 

So much for men’s attitude to wealth. We turn next to men’s 
attitude to the effort required to obtain wealth. For, given equal 
attitudes to wealth, men will nevertheless make unequal efforts to 
acquire it if their altitude to effort is different. 

This is merely a way df saying that men value other things besides 
material wealth. They value leisure; they value their good relations 
with each other, which may be disturbed by a too aggressive search 
for wealth; they value the company of friends and relations whom 
they would have to leave behind if they migrated to better economic 
opportunities; and they have prejudices which prevent them from 
taking advantage of all the opportunities wffiich they might otherwise 
exploit. 
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(a) The Attitude to Work 

Wc begin with the attitude to work. Given an equal desire for 
goods men will work less if work seems more arduous to them than 
if it does not. This is partly an objective and partly a subjective 
matter. 

Work is objectively more arduous if a given job exhausts one man 
more than it does another. This may be due to differences in his 
physical constitution, to differences in his state of health* or to 
diffeiences in his environment. In addition work may seem sub- 
jectively more arduous if one is less well disposed to work as a way 
of life. 

The physical constitution differs between races and between 
individuals of the same race. For example, when Indians were 
introduced to the West Indies aftei the emancipation of the Negro 
slaves, the planter" preferred the Indians for the regularity with 
which they worked, but they preferred the Negroes for their superior 
physical strength. It is not certain how much of these differences in 
physique is due to differences in nutrition or in environment, and how 
much is due to biological inheritance. In any case, willingness to work 
and physical strength do not necessarily correlate well, as the 
example cited shows. 

Malnutrition and chronic debilitating disease arc probablv the 
main reason why the inhabitants of most under-developed countries 
are easily exhausted. And this creates a chain which is hard to break, 
since malnutrition and disease cause low productivity, and low pro- 
ductivity m turn maintains conditions of malnutrition and disease. 
Modern capitalist firms, worVing m such environments, find that it 
pays them to take a close interest in the food and in the health of their 
employee^. Some mining firms in Central Africa feed new recruits 
on improved diets lor several da)* before sending the recruits into 
the mines. There are also many firms, not confined to mining, which 
issue free balanced rations, or provide a midday meal, or at least 
subsidize meals, in order to ensure that ilieir employees are well fed. 
Similarly it pays to piovidc free medical treatment, and to ensure that 
the workers live in healthy surroundings. Fvf.n in advanced industrial 
countries, such as the U.S.A. and England, many firms think it pays 
them to provide cheap midday meals, csp&ially it they have many 
women employees, since women especially are alleged to be willing 
to save on meals m the interest of their children, or of buying them- 
selves clothes, or of other terms of expenditure. 

The environment in which one works alsi determines how 
exhausting it is to work. Thus it is unpleasant to live in great cold 
or great heat; the body seems to function best at a temperature of 
between 60®F. and 75‘"F., with moderate humidity. This gives an 
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advantage to the temperate climates over the tropical climates. 
Similarly, students of modern factory practice emphasize the im- 
portance to productivity of correct lighting, heating and ventilation; 
of rest pauses; of correct seating; of the elimination of unnecessary 
motions; and generally of pleasant physical conditions. It is also 
exhausting and unpleasant to work if one's companions in work are 
not congenial, and this too has given the industrial psychologists 
food for thought. It is not easy to prescribe the conditions of con- 
geniality. Some men like working with their relatives, while others 
do not; some like big groups, some small; some prefer strict dis- 
cipline and regulation, while others prefer more scope for individual 
decision. It is hard to define the conditions foi happiness in the 
working group, but there i$ no doubt of tlieir importance. 

Finally, some work is more exhausting than other work either 
because it requires more energy per unit of time, or because it is 
more unpleasant. 

These factors may cancel each other out. Other things being equal, 
men may work longer in an exhausting job than in an eas> joh if the 
social atmosphere is more attractive m the lormer than \v. Ifie latter. 
Or men in poor physical condition may wofk longer than men in 
better condition if they have also hetici conditions m wliich to work. 

We turn next fiom differences in the strain imposed by the woik 
itself to differences in the attitude to work. 

Let us suppose that two men have the same wants, in the sense 
of their desire for malcnal things; and that the jobs they do are 
objectively equally arduous and unattractive; but that one has a 
more remunerative job than the other. Wc cannot then conclude that 
the one with the more remunerative job will necessarily w»3rk shorter 
hours than the other, ft depends on his attitude to work as such. 
Work is a means of acquiring goods and services, but it is also a way 
of life, and as such it U more attractive to some men than to others, 
and to some groups than to others. Everybody regards work partly 
as a nuisance, and partly os a virtue, but some groups emphasize 
more the nuisance aspect, while others hand down to their children 
the idea that work as such is a virtue. 

These differences of attitude correspond often to differences of 
religion. Some religions*teach that salvation, or spiritual fulfilment, 
is found mainly m meditation or in prayer. Others teach that it is 
found also or alternatively in work, both because work disciplines 
the soul, and also because we have a moral duty to make the best use 
of the talents and resources with which God has endowed us, and to 
serve our fellow-men thereby. There is, nevertheless, the usual diffi- 
culty in deciding how much importance to attribute to religion in 
economic matters. First, there is the distinction we drew before, 
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between what a religion expects of its priests, and what it expects of 
its laity. If as is so often the case, it expects its priests to pray but its 
laymen to work, it will diminish the community’s economic effort 
only if it attracts excessive numbers into the priestly life. Even if the 
religion puts the emphasis upon meditation for the laity, and dis- 
courages economic preoccupations, there is the further difficulty of 
assessing how effective its precepts are, since so many men will seize 
opportunities for making wealth even if their religion disapproves. 
Behind all this lies the further question why a quietist religion is 
acceptable to the community. Religious precepts tend to accommo- 
date themselves to the community’s ways of making a living. Hence 
to say that people do not work hard because their religion does not 
encourage them to may not be to give a fundamental explanation; 
it may equally be that the religion does not at present stress work 
because the other circumstances of the community, environmental or 
social, do not bring hard work into the forefroht of values.. 

We cannot be certain what these other circumstances are which 
produce differences in the attitude to work. Biological differences are 
alleged, as also the unpleasantness or productivity of the \^ork, and 
also the social structure of the community. In analysing these 
factors it is important to remember that there is aiwavs a lag between 
an attitude and the conditions which have produced it. T hat is to say, 
if we want to know why a community believts what it believes, we 
must look not to its present biological composition, or social struc- 
ture, or what you will, hut to conditions decades or centuries eaiher, 
when its traditions were being formed. 

Let us take first the biclogital factor. Some individuals have more 
energy, or more disposition to woik than otheis, because of a 
biological inheritance not related to their environment. There are 
millions of people who believe un^hakcahly that the proportion of 
these biologically industrious persons is greater in some races or 
countries than it is in other races or countries. There arc also 
millions who believe that the distnbulion of the biologically indus- 
trious or lazy does not vary from race to race, and that the observed 
differences can all be explained in terms of physical environment and 
cultural tradition. 

The great majority of the world’s scientists deny that there i.s 
acceptable evidence linking human altitudes with racial biology. If 
wc confine ourselves, however, to localities, while we arc still devoid 
of evidence, we have at least some plausible theories. Thus, if a 
country is subject to repeated disasters or crises of a kind where 
the biologicallv energetic survive, while the rest perish, then it follows 
tautologically that the biological inheritance of this community will 
constantly improve in terms of energy. The difficulty of course is to 
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define the circumstances in which the difference between survival and 
death depends upon biologically inheritable energy: in most crises 
survival owes as much to upbringing, to cunning, and to luck. Again, 
we have the theory that a country peopled by immigrants will show 
more energy than one which has been settled for a longer period (all 
countries are peopled by immigrants) because immigrants tend to be 
more enterprising than those they leave behind, and because the 
hardships of migration and settlement tend to weed out the unfit. 
The difficulty here is to be certain that the biological factors are 
dominant in determining who becomes a successful immigrant. 
Immigrants certainly lend to be more energetic than those they leave 
behind, or than those they come to live amongst, but this may be 
merely because the stresses to which they are subject arc greater, and 
so call forth greater performance. 

Biological explanations of differences in group attitudes can 
neither be accepted nor be rejected. Wc can certainly reject the idea 
that one race is superior to another, in the sense that all members of 
one race are superior to all members of another in performance tests. 
But as to the distribution of superior, ordinary and inferior between 
different groups we can say nothing at present. Our cxplarjfitions of 
group differences have therefore to be confined to differences in 
physical and cultural environment. 

We come then secondly to the unpleasantness of the work. Wc 
have already seen that work may be particularly arduous in itself, or 
because of the physical condition of the worker, or because the 
physical or social environment in which it has to be done is uncon- 
genial. We argued then that people might be expected to work less in 
these circumstances. The argument is reversed, however, if wc are 
asking not how much work is done in pleasant compared with un- 
pleasant circumstances, but rather what attitude to work grows up. 
For, if the work is unpleasant, people may have as it were to force 
themselves to do enough of it to keep themselves alive. And those who 
let themselves be put off by its unpleasantness may not survive. In 
these circumstances parents may begin to teach their children that 
work itself is a virtue, and is something to be done for its own sake, 
perhaps even because it is unpleasant. 7 his tradition may be handed 
down, and may surviv? changed conditions, so that even when the 
work to be done ceases to be unpleasant men may continue to work 
with as much grim determination as before. 

Exactly the same line of argument can be applied to work that is 
relatively unproductive. Thus one may reason as follows. In countries 
where it is easy to make a living, work is seldom regarded as a virtue, 
since men’s habit is to make a virtue of necessity. At the other 
extreme, countries where it is exceptionally hard to make a living 
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may discourage effort. Intermediately, work is a virtue in countries 
which are hard, but not too hard. That is to say in countries where it 
is possible to attain a good standard by reasonable effort, but where 
without such effort men will perish. Hardness may be due to over- 
crowding, to soil of only moderate fertility, to recurrent drought or 
hurricane, or to other misfortune. In such countries children will be 
taught that work is a virtue, and will be shown the poverty of persons 
who failed to keep at their tasks; and they in turn will hand the tradi- 
tion down to their children. 

All explanations based on environment have, however, to face the 
fact that attitudes are not constant; the same country displays 
opposing tendencies at diiferent times. Explanations of attitudes have 
therefoic to be historical as well as environmental; that is to say, if 
they are relying upon environment they have to show when and why 
the environment changed to bring about the difl'erenccs which they 
are explaining. This is particularly damaging to those explanations of 
attitudes which rely upon climate, since the same country shows 
quite different attitudes at different times in its history; this is why 
some of these explanations seek to show changc.N in climate, for 
example in accounting for the decline of the Roman Empire. Most of 
iJie environmental explanations of traditions of hard work involve 
some sort of historical shvu'k to the commuiiil> , which has challergcd 
the people to display their best qualities of endurance— such as 
defeat in war, or the onset of famine, or the hardship of a great 
migration. However, it must take something more than a great his- 
torical hardship to stiffen the will of a people, or else it would seem 
to be a mere accident W'hcihcr a community subjected to hardship 
becomes despondent and discouraged, or alternatively finds courage 
and inspiration theiein. 

A different kind of explanation connects the community’s attitude 
to work with the behavitiur of its upper classes. According to this 
explanation work is more highly regarded b} the people in general in 
those communities wheie it is the tradition for everyone to work than 
it is in communities where the rich traditionally live in idleness. For 
men imitate their social betters, and it* these liud it degrading to work, 
others also will work as little as iKy can. Fgr example, in the slave 
communities of the New World, the plantocracies were much given 
to going on picnics and to having a good time, and there was much 
abseiflee ownership. The middle and working classes of these com- 
munities to this day show a greater propensity to consume lavishly 
than they do to work, and this may plausibly be explained by saying 
that they have inherited the idea that work is ill only for slaves. The 
distinction we are making is not between equalitarian and inequali- 
tarian societies, but between those where the rich work and those 
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where they live in idleness. Thus in the United States the rich usually 
work, if only from force of habit, whereas in England there is a long 
tradition, now almost dead, that the ideal life for the rich is one of 
hunting and shooting and fishing. It is not the case that the American 
workman works longer hours than the British workman — actually 
he works shorter hours — but there is some evidence that he works 
more intensively while he is working. Some people attribute this 
difference to different attitudes to work, and trace these differences 
back to different ideals as to how successful men should spend their 
time. The facts in this comparison arc all disputable, but the com- 
parison illustrates the line of argument. 

Whatever the reasons may be why some people object to work, as 
such, more than others do, the fact remains that there are significant 
differences in this respect both between individuals and between 
groups. These differences show themselves not only in the number of 
hours work done at any time, but also m the reaction to increases in 
the productivity of wotk. In practice, the long run effect of raising 
the yield of work per hour is always to reduce the number of hours 
done (in theory either result is possible). We can see this whether we 
compare industrial countries, in which case wc shall find iQ general 
that those with the highest producti\ity per man also work the 
shortest hours; or whether wc compare hours in the same country as 
its standards of remuneration have increased. This is a natural 
reaction. Since leisure is one of the good things of life, men naturally 
use extra productivity to buy sorat extra leisure as well as some of 
other things. Besides, leisure and goods are complementary in enjoy- 
ment, since the more wealth one has, the mt)re leisure one needs to 
enjoy it in. In the long run men work harder if wages are low than 
they do in more favourable conditions -provided that real earnings 
are still high enough to maintain good health and productivity. The 
extent of the difference between groups in this respect depends simply 
on the intensity of their desire for wealth, on the one hand, and on 
the intensity of their desire for leisure on the other hand 

When the entrepreneurs of Western countries first arrived in the 
more primitive countries they had great difficulty in getting labour. 
The native peoples werj enjoying their conventional standards, and 
could not be tempted by offers of extra income. It was therefore 
thought necessary to resort to means of compulsion. Slaves were 
bought; or labour was brought from far countries on indenture. 
Natives were smoked out of their indolence by levying high taxes 
upon them, which had to be paid in money, which again could be 
had only by working for the foreigner; or by prohibiting them from 
growing commercial crops, or by taking iheii lands away; or by 
compelling chiefs to send young men to work in mines or on planta- 
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tions. These compulsions (except slavery) are still to be found in one 
or other of the African colonies of ail the European powers, but they 
arc not so necessary now as they were formerly thought to be. For 
imitation has done its work. The Africans have acquired new wants, 
and are willing to work to satisfy them without compulsion. 

The ruling classes in any country are usually anxious that the 
people should be willing to work steadily and persistently, say for an 
average of forty hours a week or more. Capitalists and employers 
like the population to be hardworking, because it is easier to fulfil 
their industrial ambitions if labour is plentiful, and also because their 
profits increa<;c as output increases. Governments, too, whether they 
Lj democratic or authoritarian, conservative or radical, like the 
people to work because the yield of taxation is greater with greater 
output; governments need large revenues whatever their purposes 
may be, whether th^y be the ‘democratic* purpose of improving 
education, public health, communications and otlier public services, 
or the ‘imperialistic* or ‘anti-inipenali^-lK ‘ purpose of creating large 
militaiy forces, or merely llie ‘corrupt’ purpose ol lining the poli- 
ticians* pockets. (And so it happens that ‘tadical’ governments, 
elected for their sympathy with the desire of the workers for shorter 
hours, usually revert, once they arc firmly in tht saddle, to appealing 
to the people for longer and steadier work ) Humanitarians, vho 
have no personal interest in the matter, usually share the same 
sentiment that it is good for tht people to be industrious, because 
humanitarians abhor poverty and its results, and prefer the people to 
have a reasonable standard of living. 

A willingness to work ' mg hours is not, however, a necessary 
condition of economic growth. It is obvious that the standard of 
living W'lll be higher if people work more than if they work less — 
subject to thcii not working s<i hai i as to reduce their productive 
powers— but it is not obvious that the standard of living will also 
grow faster. Oui interest is not in the absolute level of output, but in 
its rate of growth. Apart from minor changes of hours, output 
usually grows not because people are working harder, but because 
they are working more productively, using mere knowledge or more 
capital, and taking more favourable 'rportunilies for specialization, 
for trade, and for investment. 

Opportunities for greater productivity exist whatever level of work 
peopled may fix upon. It is true that some of these opportunities 
depend on willingness to make regular effort; factory routines, for 
example, reqvirt regular attendance and regular hours. Other 
opportunities a‘so depend upon flexibility — on willingness to work 
at night, or on week-end shifts, or even at call. These opportunities, 
however, do not depend on the number of hours of work each person 
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is prepared to do in a year; both regularity and flexibility are 
consistent with each person stipulating beforehand upon a limited 
total number of hours. Some opportunities for greater production 
will also be missed, in the sense that some industries may not come 
into existence at all because people will not work in the way these 
industries require; but this is quite consistent with their working very 
productively in other industries whose working habits are more 
congenial. 

Economic growth requires also that people should be willing to 
work conscientiously, but this is not the same thing as being willing 
to work long hours, A man should be willing to give his mind to what 
he is doing; to do it properly, to the best of his ability; and to be 
punctual in starting and in delivery. These qualities are sadly lacking 
in some communities where people seem to attach little importance 
to faithful fulfilment of their contracts. In primitive societies this is 
usually due to the strangeness of the new demands now made upon 
the individual. Where people arc accustomed to working in the 
fields, at their own pace, without clocks, it is hardly a matter for 
surprise if they are unpunctual, or irregular in attendance at work. 
Similarly, where people are accustomed to relationships b^sed upon 
kinship and upon status, it is diflicult to get used to obligations 
which are exclusively pecuniary, and it may take two or three 
generations before the new contractual relationships acquire a new 
and generalized moral sanction. Tn more advanced societies, the 
community may be torn by internal dissensions: the ‘employed class’ 
may dislike the ‘employing class’, or the sellers may have a grievance 
against the buyers, so that there is no sense of moral obligation 
towards the other contracting parties. In a competitive society these 
things tend to sort themselves out with time. Those individuals who 
give the most conscientious service succeed (other things being equal) 
to a greater extent than the less conscientious, and their example is 
increasingly imitated, until the new moral tradition is firmly forged. 
But societies are not always competitive, and the forces moving in 
these directions may be weak. 

Now it may be argued that willingness to use one’s opportunities is 
positively corielated with willingness to work long hours, in the 
sense that people who &nnot take the trouble to work long hours will 
also not take the trouble to seek out the most profitable opportu- 
nities, or to work regularly and conscientiously. The argumentis not, 
however, very plausible. People may be very quick off the mark in 
seizing the most profitable opportunities, even though they are firm 
in their decision to work shorter hours than their fellows. It is, for 
example, hard to gel the farmers in tropical countries to work as 
many hours as industrial workers in temperate countries, but this 
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does not prevent them from seizing opportunities to use better seeds, 
or fertilizers, or to plant more profitable crops. It has not prevented 
the Gold Coast farmer — ^who is said, no doubt erroneously, to be one 
of the laziest farmers in the world — ^from switching from subsistence 
production to creating the largest cocoa industry in the world, over a 
short space of time; or prevented the farmers of Uganda or of 
Indonesia from taking enthusiastically to cotton and to rubber 
respectively. It might even be suggested that the less one likes work 
the more likely one is to seek out opportunities for making one’s 
work more profitable so that one may be free to work less. But this 
suggestion has no more plausibility than its converse. There is 
piobably no correlation, positive or negative, between willingness 
to work long hours, and willingness to seek the most productive 
opportunities. 

Again, we have already seen that as productivity increases people 
work shorter hours. If their demand for leisure is very high relatively 
to their demand foi goods they will, in the extreme case, reduce their 
hours as fast as their pioductivity increases. Their standard of living 
will then fail to rise, despite increasing productivity. Growth will 
nevertheless be occurring. We have defined growth as taking place if 
output is increasing per hour of work done. This is the reasonable 
definition: it would be silly to deny that economic growth was taking 
place merely because people were preferring to use their increasing 
productivity to buy more leisure instead of to buy more goods. 

If there is any correlation between industriousncss and economic 
growth the link will be found in greater ability or willingness to make 
productive investment. Those who work hard have presumably 
greater income and less time for consuming it than do those who 
work less; they may therefore be m a better position to invest. It is 
not enough that they should be willing to save more. If peasants save 
by buying gold and jewellery, economic growth u not stimulated. 
Similarly if they save to buy more land, the effect is not to increase 
agricultural output, but merely to change the price and ownership of 
land. What matters to growth is the formation of productive capital, 
which is not necessarily associated either with willingness to work or 
with willingness to save. There is in fact no evidence that hard work 
and productive investment necessarily go together; the Chinese, for 
example, have for centuries had the reputation of being among the 
harden working peoples of the world, but though the population of 
China has increased much less rapidly than that of Europe this hard 
work has not resulted in economic growth. When we are told of two 
different races living together that one is more industrious than the 
other, and that this is why it is more prosperous, we will usually find, 
on closer examination, that the real difference is that one is engaging 
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more extensively in productive capital formation than the other. 
Hard work and capital formation are an excellent formula for 
economic growth, but whereas capital formation without hard work 
will also produce substantial growth, hard work without capital 
formation makes little contribution to development. 

Willingness to seek out and to seize opportunities, and to make 
productive investments is not a function of hours of work done, but 
it certainly relates to the intensity of thougl't which one gives to one’s 
opportunities, and it may have high costs in nervous energy. Business 
men get stomach ulcers not so much because they work long hours 
as because they worry about their work; it takes a good deal of 
nervous energy to be always thinking of ways of saving another six- 
pence, or making another sixpence, as they are supposed to do. And 
it is, of course, an open question whether the game is worth the 
candle, that is to say whether it is better to think seriously about one’s 
economic chances, and to progress materially, or whether it is better 
not to give much thought to such matters and to stay poor. In some 
societies economic growth is thought to be worth while for its own 
sake, and young men are encouraged ta try to get on in life; whereas 
other societies prefer to give their minds to other things. t(^ making 
war, to the arts, or just to the enjoyment of good talk or other 
pleasures 

While it is true that the individual is more likely to succeed in 
achieving greater productivity if lie thinks the effort worth while, it is 
seldom the case that a large propoition of any community is keenly 
sensitive to its chances, and neither is it necessary for growth that 
the masses of rho people should be so inclined. Theie must be a lew 
people willing to pioneer; once they have pioneered successfully, the 
others will usually follow in their footsteps without giving much 
thought to the matter —provided they are not prevented fiom doing 
so by barriers of caste or race or religion. It is in this sense that 
growth depends on alert leadership. Of course, the larger this alert 
minority, and the more scope it is allow'ed for manoeuvring, the more 
rapidly the community will grow economically, and it is in the 
difference of proportions and of scope that the essential dififcrencc 
between societies is to be found. 

(b) The Spirit of Adventure 

We arc leaving until the next chapter the analysis of the* scope 
which society gives to those who wish to manoeuvre economically; 
in this chapter we continue to examine the individual’s wi]lingne,ss to 
do so. This reveals itself in many ways, of which we shall now con- 
sider the most important. These are willingness to operate with a 
mind free from convention and taboo, willingness to t^e risks, and 
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willingness to move from one place to another, as the occasion 
demands. 

Convention and taboo may restrict opportunity in various ways. 
For example, it may restrict the use of resources. A well known 
instance of this is the Hindu attitude to the sacred cow; beasts of 
inferior quality cannot be killed, or restrained from breeding; and 
the number of animals is so excessive that they are a drain on the 
farmers' resources. A similar instance is the prejudice which pre- 
vents most Western communities from using human excrement for 
manuring their fields, and which therefore means that valuable 
minerals extracted from the soil are annually poured into the sea. 
Every community has prejudices of this sort, which prevent it from 
using to the full resources which other countries would be glad to 
have, but some aie much more ridden with taboos than others. 

Probably the most important prejudices hampenng economic 
development at the present time arc the prejudices about livestock. 
Subject to what is said in the next chapter about the disincentive 
effects of faulty agrarian structure, it seems to be the case that 
peasant farmers are everywhere anxious to improve their material 
conditions, and responsive to innovations which have this effect. 
They gladly adopt new seeds, or fertilizers, or make use of water 
provided by new irrigation facilities, or turn over to more remuneia- 
tive commercial crops. 1 he suggesticui that economic development is 
prevented by farmers not having worldly values is largely a myth, 
since farmers are almost every w line an acquisitive class It is not, 
however, at all mythical in relation to livestock. Both in Asia and in 
Africa there are some fanning \.ommunities which take a non- 
commercial attitude to livestock, fail to exploit their cattle to best 
advantage in terms of woik, meat and milk, carry excessive numbers 
of useless beasts, and ruin Ihemselve in The process. This is a great 
nuisance to economic development because such development is 
tied up to a considerable extent with progress in agriculture, which 
in turn depends largely upon a better integration of animal and 
arable husbandry. 

Next in importance are the taboos relating to family life, especially 
those relating to the sort of work which womtjn may do (Chapter HI, 
section 2(h ) ) and those relating to birth control (Chaptei VI, section 
1(a) ). Fortunately, there is reason to think that these prejudices are 
dissipated by the process of economic development itself, but they 
can seriously keep down the standard of living in the early stages of 
economic growth. Prejudices in relation to livestock and in relation 
to the family arc currently religion’s most deadly contribution to the 
maintenance of poverty. 

There may also be conventional ways of doing things, which have 
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to be followed on pain of social disapproval. Thus in some countries 
agricultural practices are controlled by priests, whose mysteries tell 
when and how and where to plant, and whose ritual ministrations are 
essential to success. As civilization progresses technology escapes from 
the control of religion, but there are always other dogmatists lying 
in wail for it. The regulation of techniques by the mediaeval guilds 
is not different in kind from the orthodoxies which hamper scientific 
progress, even in our own day. And the ambitions of the state to 
regulate techniques are exemplified equally by Colbert’s seventeenth 
century edicts and by the Lysenko purge. It is impossible to have an 
absolutely open mind on how things should be done, and to be 
forever willing to experiment in all directions, but some societies are 
more successful than others in widening the fieedom for individuals 
to experiment. 

Then there are the prejudices relating to occupations. Early 
mediaeval theologians thought that the merchant’s calling was vir- 
tually incompatible with the Christian life, and were even more 
certain of the sinfulness of moneylcnding. How effective these pro- 
nouncements were in practice is open to question; at any rale they 
were modified continuously as opportunities for profitable trading 
increased with the growth of towns. Tn the same class (though its 
origins were different) was the contempt for trade w'hich was felt by 
the Spanish aristocracy, in the sixteenth century, and to which some 
historians attribute some part of Spain's failure to exploit success- 
fully her ownership of and her easy access to the New World: cer- 
tainly Queen Elizabeth and her nobles, if they felt an> such prejudices, 
were not prevented thereby from shaiing in trading adventures. In 
every community some occupations have lower status than others. 
Usually, however, there are plenty of people of low social status for 
these low status jobs. Sometimes, however, a change of conditions 
brings it about that these arc just the jobs which now offer great 
opportunities for economic expansion, and the prejudice then be- 
comes a brake on growth. Thus, it is unfortunate for England if, as is 
alleged, a social stigma attaches to coal mining, or if scientists who 
engage in technology have much lower status than scientists engaged 
in ‘pure’ research, or if a business career is ranked low in preference 
by good honours graduates from the universities. For, since the pre- 
judices of one community are not the same as those of another, the 
chance which one community rejects is often taken instead *by its 
rivals. Just so the predilection of Negro West Indians for the prestige 
of the liberal professions is one reason why, to their dismay, it is 
Indian and Chinese West Indians who are gaining increasing control 
of business. 

Even within occupations there are prejudices against doing various 
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kinds of work. One of the most striking examples is the often reported 
refusal of engineers in under-developed countries to do work which 
would soil their hands, or of persons in administrative positions even 
to move a chair for themselves. The doctrine that manual work 
should be done only by people of low social status is well entrenched 
in all those communities where considerations of caste or social 
prestige bulk large. Often the fundamental explanation is over- 
population. In over-populated countries the tradition is established 
that there is a moral duty on the part of the better-off to provide as 
much employment as they can for the not-so-wcll-off, and hence, if 
people of higher status are seen doing manual work they lose respect 
—not only because they are lowering their caste, but also because 
their refusal to give the work to someone else shows either that they 
are mean and heartless, or else that they are not-so-well-off as they 
would like it to be thought. Such traditions are very appropiiale to 
static over-populated communities; but they do not mix well with 
the philosophy of individualism and self-help with which more 
dynamic societies are associated. 

Men differ also in their willingness to have economic relations with 
strangers, and in whom they consider to be strangers. Opportunities 
must he restricted if one can trade with, or employ, or lend money 
to one’s relations only, or members of one’s caste only, or only to 
people from one’s own village, or country, or sex, or race, or religion, 
or political party, or whatever the restriction may be. Differences 
here are also related to differences in the impersonality of economic 
relations. In modern capitalist communities a contract is based 
primarily upon considerations of price and quality, leaving aside 
considerations of kinship, or of the personal merit, welfare, or good 
fortune of the party with whom one is doing business; but in most 
other communities a contract is to a ^’leater extent a form of personal 
relationship, which originates in or creates personal tics not inherent- 
ly connected with the transaction itself. Even in modern societies a 
personal element has to enter into many business relationships; 
some kinds of contract it is wise to make only with persons whom 
one can trust to execute them faithfully ano without deceit; it may 
also be necessary to give special personal favours in order to get 
special personal favours in return (especially m imperfectly organized 
markets where supply and demand are not always in equilibrium); 
and it may sometimes be necessary to support one’s own relations, 
or the members of one’s race, or sex, or some other group to which 
one belongs if mutual protection is needed for economic self-defence. 
Apart from these cases where the personalization of business is an 
advantage to the person making the contract, on economic grounds, 
there is much personalization based only on sentiment or on preju- 
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dice. Whatever the case may be for it in its own terms — of kinship, or 
politics, or religion, or else— there is no doubt in these cases that 
impersonal economic relationships would offer wider opportunities 
for economic growth. 

We are dealing with a phenomenon which causes much sadness to 
those who regret the passing of old ways. Most primitive societies 
rest upon status. Men have rights and expectations which depend 
upon their status in the community, and not upon their competitive 
performance in the market. When therefore services which they ex- 
pect from others are sold instead to the highest bidder, or goods to 
which they have a traditional claim pass instead into the market, 
they cry out against the disintegratk*n of old customs and institu- 
tions based upon personal relationships, and the substitution instead 
of what they call greed and lack of respect. The change from status 
to contract is revolutionary in any society. The old code of values 
goes, and the community may indeed disintegrate, even in the moral 
sense, until new traditions form and gain respect. It is not only the 
economic relations that are affected; the decline of status in economic 
affairs corrodes also the old ideas about status in political organiza- 
tion, and in the family, and simultaneously challenges the religious 
precepts which safeguarded the old rights of status, and thus 
religion itself. Reintegration does not therefore occur until the 
community has found new kinship and new political arrangements 
which accord with its new contractual outlook, and a new or 
reformed religion or moral code to sanction the new arrangements. 
This process took a long time to work itself out in Western Europe; 
it took some time to formulate a new political philosophy, based on 
the idea of the social contract; and to reconcile a contractual outlook 
with a religion based on revelation and authority. The process is not 
yet completed. Indeed, the twentieth century shows some tendency 
to return from contract to status, by way of legislation prescribing 
the rights and duties of various classes, and denying freedom to make 
contracts of employment or tenancy or hire purchase or sale except 
on terms stipulated by law. The less developed countiies are only 
just entering upon this cycle. Some African societies already have 
political and marriage, systems based on contractual ideas. But in 
most communities outside the Western world adaptation to imper- 
sonal economic relations cannot be done without resistance on the 
part of those whose status is thereby challenged, or without a general 
upheaval of ideas. 

Another aspect of the adventurous spirit which causes sadness to 
some is the effect of competition in economic life. The competitive 
spirit runs through all human activity; men take pleasure in showing 
off their prowess in games, or hunting, or sexual attraction, or sing- 
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ing or what you will, and in some spheres, such as in the struggle for 
political power, or for leadership in religion or in social status, the 
struggle may be bitter, merciless, and unlimited. There is always, 
however, some sort of code within which competition is supposed 
to operate— such as the code which controls the struggle for political 
power— and there are always those who regard the competitive 
instinct as a danger to the soul, and who are anxious to curb it as 
much as possible. These sentiments apply as much to competition in 
economic life as to competition in any other sphere. 

Theie is not much room for economic competition in a subsistence 
economy where there is little specialization or trade, but competition 
is found in every sphere of a market economy however hard mono- 
polists may seek to eliminate it, since the buver alwavs has some 
freedom to decide to spend his mone> diiferently. Competition 
exists even though the sellers do not want it, so long as the buyers arc 
free to choose between them— a choice which is narrowed jf all the 
sellers in ‘the same industry’ collaborate, but which does not dis- 
appear since competition between ‘dilTerent industries’ (e.g. tele- 
vision and cinemas'i may be just as important. If in addition some 
sellers are anxious to get a larger share of the market, whether by 
offering l>etter quality, or by offenng a lower price, by advertising, or 
merely by dishonesty, the competition will be even more acute. 

C'ompctiiion is almost certain to hurt somebody. Thus (he factory 
worker who produces more than the norm may hurt the others, 
because he shows up their slackness, or because the employer is 
thereby encouraged to rauc the norm, or because he leaves less 
work for the others to do; these results are not in.- viUble, but they 
are possible in some circuin stances. Similarly in the industry the firm 
which tries to capture a larger share v)f the market puts a strain upon 
all the others, and may drive some baakrupt. One cannot make 
omelettes without breaking eggs 

In some societies the weakest goes to the wal', and few tears are 
shed over him. There is a certain ruthlessiiess towards established 
expectations in such countries (otherwise w dely different) as the 
United States, the U.S.S.R. and fap'in, which it is hard to dissociate 
altogether from the relatively high rates of economic growth which 
these countries have achieved in recent decades. In some other 
counties there is a greatei desire to ensure that expectations arc not 
rudely frustrated; it is ‘bad form’ to be too aggressive, or to work too 
hard, or otherwise to cause serious loss to one’s rivals. We shaU have 
to discuss this subject more fully in the succeeding chapter, when we 
come to institutional restraints upon effort; here we note merely how 
widely attitudes towards competition differ. 

Another aspect of the adventurous spirit is the attitude towards 
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risk. Willingness to bear risk is partly a matter of temperament, 
partly a matter of what one can afford, and partly a matter of the 
tradition in which one has been raised. If we are comparing the 
attitudes of different groups we must ignore the question of tem- 
perament. It is possible that different groups of men inherit a bio- 
logical propensity to risk in different proportions, but we know no 
more about this than wc do about group differences in the biological 
inheritance of the propensity to be industrious. 

The more secure one's economic foundation is, the more one can 
afford to risk. Thus a rich farmer can try out new seeds extensively, 
without knowing how well they stand up to conditions of drought 
or flood or other agricultural risks. But farmers who live near the 
level of subsistence arc extremely reluctant to give up seeds which 
they know will give some yield in many varied conditions, however 
poor this yield may be on the average, since they simply cannot run 
the risk that the new seed, however bountiful on the aveiage, may in 
one year fail, and reduce them to famine. On the other hand, the veiy 
pooiest people, who have nothing to lose, may be more willing to try 
a chance than the more fortunate, who would lose if the chance 
failed. Thus, if there is a rumour of a gold strike a hundpcd miles 
away, the unemployed are more likely to be attracted than arc 
people who have already a moderate souice of income t(' which they 
could not return if they found no gold. More risk-taking is therefore 
to be expected in fairly rich or in verv insecure communities than in 
those which have a modest competence. 

The difference of traditions is probably more important. In the 
schools of twentieth century England many a Speech Day orator 
urges those who are graduating not to go for the seciiie jobs, but to 
cultivate a spirit of adventure; touching perhaps also on Drake and 
the Elizabethans and the splendid record of British enterprise. Similar 
speeches were not made in mediaeval England; and are not made in 
contemporary Morocco or Siam. As with work so with adventure; 
there are countries where the young are taught that it is a virtue, and 
countries where the> are not so taught. It is equally difficult to account 
for the difference of traditions. Presumably countries which live by 
hazardous occupations learn to fear risk less than other countries. 
But all occupations are hazardous; the farmer’s life in India, with 
uncertain rainfall, is as hazardous as is a life spent in fishing or in 
foreign trade. Whatever the origin, the tradition probably* fe^ds on 
itself, in the sense that countries which have behind them a career of 
successful risk-taking develop a degree of confidence in the chances 
of success which other nations lack. 

One aspect of risk-taking which is particularly important in a 
developing economy is willingness to change one’s occupation. In 
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the extreme status-type economy the caste system seeks to compel a 
man to pursue only the trade into which he was born, and his father 
before him (except that all castes may farm); and even in societies 
which do not recognize caste, strong family feeling and hlial senti- 
ment may keep sons tied to an occupation for which they have no 
talents, or for which the demand is clearly shrinking. Family feeling 
apart, one may also have a special affection for a craft in which one 
has been trained, and may have a natural reluctance to leave it, even 
for some more profitable occupation. These again are matters where 
traditions vary between communities, some taking it for granted 
that a man will stick to one trade all his life, preferably his father’s, 
while others encourage a more adventurous spirit. 

Changing one’s occupation is particularly hard when it involves 
leaving one’s home and taking up residence somewhere else. Yet 
growth constantly demands movement of this kind: new resources 
are discovered in sparsely populated districts; or the rcs(mrccs of old 
distiicts are worked out; or some change in demand or in supply 
alters the assessment of known resources. In these da>s some govern- 
ments are anxious to lake work to people instead of people to work, 
and this may find economic justilicaljon if new industries would fit 
into the old location just as well as into any other. It is sometimes 
also supported on the basis that the (dd location has accumulated 
capital in houses, pov\er supplies, schools and other public services, 
which it would be wasteful to replace elsewhere; but this argument, 
though it has some validity, is not as forceful as it might be since 
capital wears out and has to be replaced somewlieic sometime. In any 
case, industries which depend upon such natiiiai resouices as the 
soil, minerals, or w'atcr liave little choice but to go where these 
resources are to be found. 

Willingness to move is partly a matt t of sentiment paith' a matter 
of pressures, and partly a matter of the alii activeness of the place to 
which one might move. 

The sentiment may lie in one’s attachment to one's relations, oi 
one’s friends, to one’s home, or to one’s distr'ct, or lo one’s way of 
life. The biggest break is involved if the migration involves a new 
way of life; such as ceasing to be a faimer in a small community, in 
order to become a factory hand or a miner Tn a large community. 
Here also tradition helps. After a decade or so in which many have 
made the change, their successors become used to the idea. News 
travels home of what conditions arc like in the other place, and 
knowledge may dispel fear, and may even kindle enthusiasm. There 
is not much more to be said about sentiment than that p)coplcs who 
are used to moving move more than those who are not. 

To start the habit in a big way usually requires some pressure. In 
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those agncultural countries where cvervbody has enough land to hve 
on It IS very difficult to get people to move even to much better 
opporlumties, unless something happens to reduce their security at 
home This may be the onset ol famine, oi of over-population, or of 
war or of some natural disaster Or as in Afxica, governments may 
add the pressure of taxes, of taking away people s land, oi of com- 
pulsion, to force Afneans out of then reserve*- into wage earning 
employment The English classical economists often discussed the 
effect of primogeniture, and concluded that its effect was to force all 
but the heir to be more enterpnsing and more mobile fhe slie'^gth 
of family connections is probablv also impoitant •( one can rely on 
a wide circle of relations for support one is less hkelv to make great 
efforts lor oneself, and it is piobably not without signihcanc*' taat 
extendi 1 family systems an! ripid economic growth a^e ^ hioni 
found togetbci Inindusfria communities people tend to n \( out of 
areas of heaw uncmployii er t it the^e are othei cxpandiii^ are i* into 
which to move, the existenci* unemploymtnt insui ^mt reduee 
their mobiiitv somwWhat, hut moai mto prefe» to K emploud rathtr 
than unemployed and in an> uise the di^eren c betwee* nemo* w- 
ment pay and wages is substantial tor all bat the 1 '^wcm woikers 
How important d is that the place where the migrants are wanted 
should be attractive is shown bv the failure of man\ otogia/nmcs 
The migrant needs assurance ot a tnendiv iCv^pLic vu leasonablc 
accommodation, of <•umomlC prospects, and of a chatice *0 settle lO 
to the new hfe Jhe pieat mining ^oripanj»*s o* Central and S ^ulinn 
Africa, who needed hundreds thousands of \frK< r to nuve out 
of their re>erves tor wo*^k, ofered at fust fiardl> any of thvsc anrac 
lions, so It IS not surprising tha pleasures had to ne fx^uised on 
then behalf Good pay good housing to which wives and children 
can be brought, prospects of promotion and tnx establishment of 
the amenities of peimaiicnl ♦own hi’ now figure U a greater extent 
in then piogrammcs, and have liinost ehnunaUd oeperdence on 
pTCS'-ures in the reserves ^V^ can see exactly tni* same attitudes at 
work in tiic suburban housing estite> to which the gicat industrial 
towns of the Western wor'd arc trving to mose populations out of 
congested slums ir cijy centres Often those wh^ have been moved 
dunarJ to go biclv Thev sas the> miss their frends an<^ tU cit} 
-itretts and noises in fact thty dislike the much longer jtiurneys to 
work, and the tact that there arc not enough cinemas ancf pubhc 
houses and other institutions round which to build a new community 
life There is much less frusitration when the new suburbs have their 
own factories, when groups of friends and relations arc moved 
together, an ’ when the new suburbs have all the facilities needed for 
creating a new community hfe Still another example is the failure of 
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SO many schemes for land settlement. Often settlers are given land 
without prior preparation of roads or water supplies, they are chosen 
haphazardly, without regard to agricultural experience, or to capital, 
and they are left to fend for themselves without advice, assistance or 
organization. Indonesian experience is particularly instructive 
Piior to 1937 the government offered to transport Javanese to 
Sumatra, where it gave them land and financial assistance, but very 
few would go Thereafter it was arranged that settlers should arrive 
just before the harvest, and should spend their first weeks working 
as labourers for presious settlers and lodging with them This 
enabled them to earn some uiuney, to get acLlimatued to the new 
country in vaiious senses, to get advice on the spot, ana to make 
useful contacts 1 he >vstem also ensured that the new settlers w ould in 
their turn be assisted with Heir harvests The result was that the 
annual number of migrants nearly doubkd between I93t> and 1^40, 
and was increasing even vcai.in spile of tiie fact that the government 
also gicatly reduced the amount of financial assistance it gave to the 
migrants 

While it is true that the individual is nior^ liktlv to succeed if he is 
willing to be mobile, it is not nccessa»y ti» economic growth that 
everyone shcmld be mobile Lconomie conditions change lelatively 
slowly, and on the fringe, so that it j enough that sc^mt pioportion 
of the people, usuallj a small percentage in any yea% snould be 
willing to move Fven this small p^^rccntaire, however, will not be 
forthcoming unless there is a combination of the atliactivcncss of the 
ne\ areas with either a tradition of raobilitv o» strong pressures at 
home 

Much the same remark applies to all other aspects of ‘adventure* 
Lconomic eiowth rcquiies not that 11 should be idventuious, but 
that there should be an -adequate supply of innnvat ’•■s T his in turn 
IS partly a matter of tin- k wards and prestige which can be gained 
by successful innovation In every communitv there are some men 
whose natural bent is to experiment with new techniques, new pro- 
ducts, or new economic forms, in defiance of tstabhslied opinion or 
of vested interests Some societies admire and encouiage such 
people, while others regaid them as »uccan^eis to b« suppressed 
but economic growth depends veiv Jaifcly on tne extent to which the 
social atmosphere nourishes such people, and gives them scope We 
shall 8e returning to this subiccl in later chapters 


3. RFSOURCES AND RESPONSE 

The most important natural resources are climate, fresh water, 
fertile soil, useful minerals, and a topography which facihtates trans- 
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portation. None of these features can be defined as rich or poor in 
any absolute sense, since what is considered valuable today in any one 
of these categories, may be considered useless tomorrow. The value 
of a resource depends upon its usefulness, and its usefulness is 
changing all the time through changes in taste, changes in technique, 
or new discovery. Coal was not a valued resource until men learnt 
to burn it; neither can anyone speak with confidence today as to its 
value in two hundred years’ time. The So*vem estuary was regarded 
chiefly as a barrier until the discovery of America made Bristol 
temporarily one of the greatest ports in the world. A hundred acres of 
fertile soil in Jamaica were once a fortune, but are not now so highly 
regarded since many other lands suitable for growing sugar have 
been opened up. Accordingly, when we say that a country is rich in 
resources the statement has meaning only in relation to contemporary 
knowledge and techniques. Similarly, a country which is considered 
to be poor in resources today may be considered very rich in re- 
sources at some later time, not merely because unknown resources 
are discovered, but equally because new uses arc discovered for the 
known resources. 

Bearing this temporal limitation in mind, it is interesting to enquire 
to what extent the rate of growth displayed by any particular country 
has resulted from the richness or poverty of its natural resources. 
There is an obvious sense in which the one depends upon the other. 
Other things being equal, men can make better u^e of rich resources 
than they can of poor resources, hence we expect those countries 
whose opportunities are greatest to show the greatest rates of 
development. Much of the world’s economic history can be written 
very simply in these terms. In the earliest days w^hen agriculture is the 
chief activity, the fertile river valleys show the greatest progress. At 
other times one can see how other places come into prominence 
through the discovery of minerals (c.g Malaya’s tin) or of new ways 
of using them (Middle East oil, Britain’s coal); or through changes 
in trade routes (the ports of Western Europe after 1492); or through 
new means of transport (e.g. Bangkok’s airport). The extent of a 
country’s resources is quite obviously a limit on the amount and 
type of development which it can undergo. It is not the only limit, or 
even the primary liraif. For most countries could make better use of 
their existing resources than they do. Given the country’s resources, 
its rate of growth is determined by human behaviour and human in- 
stitutions: by such things as energy of mind, the attitude towards 
material things, willingness to save and invest productively, or the 
freedom and flexibility of institutions. Natural resources determine 
the course iT development, and constitute the challenge which may 
or may not be accepted by the human mind. 
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The more fundamental sense in which one probes into the re- 
lationship between resources and growth is therefore to enquire 
whether there is a connection between richness of resources and the 
quality of the human response. Given the effort which human beings 
make, the same effort will produce more rapid growth in rich than in 
barren countries. But is there also some law by which greater effort is 
induced in the richer than in the more barren countries, or is the 
reverse the case? 

The question can be answered definitely only for one ‘resource’, 
namely accessibility, and very much less definitely, or not at all, for 
other resources. Accessibility is a resource in the sense that it stems 
from geographical features— the surface layout of the country, its 
rivers, its access to the sea, the quantity and quality of its harbours, 
and the presence or absence of impassable barriers such as high 
mountains, deserts or impenetrable jungle between the country and 
the rest of the civilized world. Accessibility plays a decisive part in 
stimulating economic growth. It stimulates trade, therefore widening 
the range of demand, encouraging effort, and furthering specializa- 
tion. It also results in a mingling of peoples, with different customs 
and ideas; and this keeps the mind active, stimulates the growth of 
knowledge, and helps to keep institutions free and flexible. Degree of 
accessibility must play a large role m explaining the economic vigour 
of any people. 

Next in degree of doubtfulness comes climate. It seems to be the 
case that the human body functions best in a lemperatuie of 60"* to 
'^5 F., with moderate huinidiiv, but the cfiecis of climate on the 
human mind are not so clear. It is cleai that extremes of temperature 
aie unfavourable. Nevertheless, civilizations have Nourished in the 
past in countnes var>iug very wide!) in their climates, from the hot 
rivei valleys of the sub-tropics, to if c high altitudes of Mexico and 
Peru, or the cold and dark winters of Noithwestcrn Europe. Because 
economic growth is currently most lapid in the tempeialc zones it is 
fashionable to assert that economic growth requires a temperate 
climate, but the association between growth and temperate climates 
is a very recent phenomenon in human history. 

As for other resources, such as a fei tile soil, the argument turns on 
whether relative hardship stimulates peopled wits, or exhausts their 
mental energies. There is, of course, an obvious relationship between 
resodfees and the growth of knowledge, namely that one learns to 
use only that which one has. Coal technology does not develop in a 
community which has no coal, nor architecture in a community with- 
out suitable stone. But, given some resources — or there would be no 
community— it seems very hard to establish any clear connection 
between the richness of the resoulrces and the vigour of the com- 
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munity. It caanot be done by logical argument, since rich resources 
might equally well promote laziness or vigour; and it cannot be done 
by appealing to history, since countries with similar resources show 
dissimilar vigour, and since, also, the same country shows dis- 
similar vigour at different times in its history without any obvious 
change in its resources. 

Some play has been made with an alleged relationship between 
character and occupation, l armers and miners, it is said, are ‘dull*; 
hshermen, merchants, and sailors are ‘adventurous*; craftsmen and 
urban dwellers generally are ‘ingenious*. On these characterizations 
one can build a relationship between growth and resources such that 
the countries showing most rapid gi owth will be those whose in- 
habitants take to making a living by the sea, or by manufactaring 
commodities which they export m exchange for food. I’his gives 
actually an inverse relationship between resources and growth, since 
the peoples who take to the sea or to exporting manufactures are 
usually those who have not enough fertile soil to feed themselves 
exclusively by home production. This kind of generalization fits a few 
cases— the Phoenicians or the Greeks at one stage of their history 
only— -but it docs not explain others -the Incas or the FgyiRians. A 
‘law’ which does not fit all the cases cannot be accepted as a law. 

There is more to be said for the argument that resources influence 
the human response through the cumulative effects of economic 
growth. Suppose two countries to be newly settled by immigrants 
from the same old country, with the same attitudes and institutions. 
Suppose that one of the ntw countries turns out to be much richer in 
resources than the other. It will then show moic rapid economic 
growth. The question is now: will this more rapid growth so trans- 
form the attitudes and institutions of the inhabitants as to add to the 
rate of growth, or to chtek it; will the human response in the rich 
country in due course rise above or fall below that in the poorer 
country? Some people argue that the response will become more 
favourable. More rapid growth will stimulate new consumption 
demands. Technological knowledge will grow more rapidly, and this 
is a cumulative process, increasing the willingness of the human mind 
to experiment and to adventure. There will be greater social mobility, 
and greater flexibility of institutions. Greater opportunity will call 
forth greater response. Other people argue the opposite case Greater 
riches increase the demand for leisure, and reduce the willingness to 
work. Reduction of economic pressure reduces the need to adventure, 
and to make the best use of limited resources. Riches stimulate envy, 
democratic discontents, internal strife and civil war. Society, like 
men, grows ‘fat and lazy*. This has long been the cry of prophets, 
religious revivalists, fascist dictators, militarists, schoolmasters and 



THE WILL TO FCONOMIZE 55 

all those other who regard comfort as one of the great destroyers of 
the human spirit 

If one cannot settle this argument by appealing to history, can it be 
settled by an appeal to anthropologv*? It is known that some primi- 
tive comraunitie* have nther natural resources at their disposal than 
hr VC other pnimtive communities Is there evidence that those with 
the richer resources A\ork hardei, or more intelligently than those 
who^e rcsouices are less favourable^ Alas, one can get eitticr answer 
bv choosing one's favourite anthropologist just as by choosing 
one’s favourite histoiian The truth appears to be that there is no 
direct contlation positive nr negitwe, between resources and 
human beliaviour Seme peoples with superior resources make 
more tflon tnin some ♦vith mfenor lesourccs while some other 
people With infeiinr re^oirccs make meic efl">rt than some others 
with ‘ jp' nor lescurct" If we >et out to explain the vigorous re^pimse 
ot a particular people we calf to oui iid ill that we can find in biology, 
lu ^co^rapln and in psvL.ho]ojyv, hut m the end we are forced to 
admit tha< this p rc*i]h st«h < ^ f tnc unsolved mysteries of the 
uni ' r*. fo this writer th^ luo^t pf lusible of all the explanations is 
tfic ivcid^ n of l( adershiT/ U \ i munity is fortunate to have a good 
Icalcr born at a c»-usul 1 ' t‘'hi>t<rv w ho catches the imagina- 
t on of his pc >plc in J rui Jes tht m through a formative experience, 
he Will traditions and legends and standards which weave 

fhemstlvc into tht th nkinf c f his people, md govern their behaviour 
thn^ueh m in / cc nturits Ihn is fo some t xtent a biological accident 
Ih dlurnalive view, that men are made by the circumstances in 
which they find themselves and that leaders are mere creatures of 
Iheir limes is quite untenable To hold it is like believing that in 
every countiy in every year there is born a potential Bcelh*^ven, a 
potential Bueldha, and a potential N'wton The distnhulion of men 
with the highest creative power seems to be a rare statistical accident, 
in place as well as in time The circumstances of place and time help 
to determine whether these qualities will be recognized and used, 
but they cannot create what is not already theic, and the community 
is most fortunate if the leader <ihip it needs is then, when it needs it 
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ECONOMIC INSTITUTIONS 


In the preceding chapter we considered the willingness of people to 
make the effort required for economic growth; in this chapter we 
consider the scope which the community’s institutions offer to such 
effort. The two are not unrelated; if the institutions arc favourable, 
willingness to make effort is encouraged and grows; and if this 
willingness is strong, institutions will be remodelled to accommodate 
it. We separate the two only for convenience of analysis. 

Institutions promote or restrict growth according to the protection 
they accord to effort, according to the opportunities they provide for 
specialization, and according to the freedom of manoeuvre they 
permit. We shall consider each of these matters in turn. Then, after 
a more detailed analysis of certain institutions, we shall turn from the 
consistency of institutions with growth to consider the evolution of 
institutions, and tlie processes of change. 

1 . THE RIGHT TO REWARD 

Men will not make effort unless the fruit of that effort is assured to 
themselves or to those whose claims they recognize: this is the 
fundamental argument of this section. Much of ihc effort of social 
reformers is directed towards changing institutions so that they 
accord protection to effort. Nevertheless, the proposition is by no 
means simple; one may argue both about ‘those whose claims they 
recognize’, and also about the assignment of ‘fruit' to ‘effort'. 

(a) Non-Material Rewards 

Utopian philosophers have often challenged the idea that material 
reward needs to be in some sense proportional to effort if effort is to 
be stimulated. Some have suggested that man is, or can become, a 
creature who will work for the pleasure of creative effort alone, or 
for the pleasure of serving his fellows; whiltf others, less boldly, have 
suggested that he is or can become content with social recognitions 
not mvolving material reward. 

Now it is certainly not to be denied that men derive from work 
satisfactions other than the material reward. Some kinds of work, 
which permit creative self-expression, arc done for little and some- 
times even for no reward. But most work is not of this type. Not only 
is it true that most occupations are not of this type, but even in ihe 
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attractive occupations most of the work to be done is mere drudgery. 
After the surgeon has taken out his twenty-fifth appendix, the 
operation becomes a bore; and even the university teacher tires of 
repeating himself. If the community relied on people doing only what 
they found it attractive to do, most of its work would not be done. 

Again, it is true that the sense of serving one’s fellows adds 
pleasure to work. Most people are glad to work for little or no 
material reward on some occasion or oth^T—for one’s church, or 
one’s village, or in face of sudden disaster. But i1 is also true that, in 
our relations with the other members of our group, wc have also other 
inclinations besides the inclination to serve, ^shlch may conflict with 
it. Some have a highly developed propensity to shirk ; and others have 
a strong sense of justice which makes them resent being expcctcil to 
do more than their fair share. In a group where all the members have 
highly developed propensities to serve each other, men will work 
without comparing closely their shares in the group ehurt and in the 
group reward. But very few groups, other than the sinaii family 
group itself, can rely exclusively oi primarily on these ideals. 

Where the Utopians arc right is m insisting that men aie more 
likely to work without difTerential reward if their work benefits all 
alike than if someone else in particular is obviously reaping a 
fortune therefrom. In a community where cvcryhod> gets nu»rc or 
less the same remuneration people are not angered by the fact that 
other people arc benefiting from their work. But they have aKo no 
incentive to make special effort, or even to avoid shirking iJieir share 
of the work to be done. It is important to ensure that one man docs 
not make a fortune out of some other man’s work; but this is not 
enough. For unless we match differential effort with differential 
reward, men are unlikely to take the tiouble to develop then talents 
and resources to the utmost of their capabilitic.s. 

To say that men put forth mote effort if the fruit is to be enjoyed 
by themselves and by their intimate circle than if it has to be shared 
with a wider group is not to deny that it is desirable that men should 
also be able to find creative pleasure in their work, or that men take 
pleasure in serving their fellows, or that recognition bv the confer- 
ment of distinctions adds sweetness to labour. Men will woik all the 
more if their work is cre4tivc, if it serves social ends that they value, 
and if it is recognized ; but they will also work the less if the material 
reward is withheld. Nowhere is this now better recogriizc(^ thjfti in 
Soviet Russia. When that state was created, its leaders believed that 
effort would not be reduced if earnings were equalized, and if orders 
and decorations were substituted for differences in pay. Experience 
belied their expectation, and when rapid economic growth became a 
major object of policy, the Soviet rulers returned to reliance upon 
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wide differences in earnings, and made it an offence to suggest that 
men should be paid equally, irrespective of the viork they do 

The power of communalism is seen ideall> in a moatra dress in the 
progress in recent years of the movement for community develop- 
ment’ in rural areas In these schemes \illagersare encouraged to give 
their labour freely lor works of special benent to the village, such as 
building roads, or schools, or wells, or community centres, or other 
public property It takes some organization to get tiuse schemes 
working, there must be government officials to pi in them, and to 
work up enthusiasm for them, and public funds must also be pro 
sided to meet the cost of materials or of skills which the village 
cannot Itself provide Given such organiz-ition CAptnence shows that 
villagers will glad*y turn out to work freely on local public wc rks The 
idea that the> will Jo this seems strange to townsmen especially in 
our individualistic societies, but, in a small village where everybody 
knows everybody else, a sense of communal elTorl for communal 
purposes nia> be a very effective incentive to thf beltermcnl of social 
condition* All the Scinu theie art deffnitc hmits to what can be 
adi'eved in th * wa> In the lust piaet the wrrks must be of local 
hf ntfU the viIKpcis will '^uild a minor road ccnncctmg their village 
to a rrirfin r< lu but they wil* no* build a mam road Oir all and sundry 
without piv lent, jr they ma\ div drainage work* fer »h<ir village 
fieelv but V ill not do so if th*^ benefit is to be diffused widely outside 
iheirarei Stconoh the wi iksmusi henr fit thi vdldtjcasa whok,and 
must not be obvioiislv Oi much rrcHer adVi^ntaec f > some than to the 
rest 

These limitaPon* »f \ ^mmiu tv development illustritc vjry well 
the limitations of group loyalties incentives Fhest loyiltits 
function \eiy will in stable economic utualions when loutuie 
action IS all ihit 's nqjind tnd nH individual nitiati e in such 
situations each iiidividual grows up know-mg what he is expected to 
give, and what he can expect to get, and the economic system may 
function mernly ffie system may even ad ipt itself to ch inge, if the 
change is of the kind that benefits nearly ever' t ody to the same extent 
Usually, however economic growth docs nol benefit everybody to the 
same extent, me benetit more than olhcis^ and it is ddfieult to get 
people to do somt thing mort (ban or different from what they have 
been doing m the past if the benefit is to accrue mainly to others 
Economic growth lequires somethin" more than that people should 
be Willing to carry out established routines cheerfullv, without 
counting effort and reward Giowth involves changes in the kinds 
and quantities of work done by different individuals, and even if 
innovation is introduced by ordei from above, growth mv olves also 
some willingness on the part of individual members ('f the clan to 
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adjust spontaneously to changing opportunities, and to seek and 
exploit new chances. Of course, some societies appear to have reached 
the limits of what they can achieve in the hard geographical conditions 
in which they live, and with the technology at their command. It is 
possible, for example, that the Eskimos are doing as well as they can; 
that greater individualism would not discover improved techniques 
of living; and that a loosening of ties of obedience and of obligation 
might on the contrary reduce the chance of survival. If growth is not 
possible, the absence of individual initiative is no handicap. Most 
communities, however, are capable of economic growth, if not by 
improving their techniques from within, then at least by absorbing 
new techniques from abroad, or by responding to new opportunities 
created by foreign trade. Then, once we move out of stable into 
changing conditions, it is doubtful whether a sense of one's commu- 
nal obligations is adequate to bring forth the necessary adaptations, 
in the absence of a close relationship between individual effort and 
reward. It is equally doubtful whether this sense of obligations can 
survive opportunities for individual profit. Individualism seems to 
make great strides in all societies which are subjected to accelerated 
economic change, and this seems to be inevitable. 

(b) The Management of Property 

Capital formation is one ol' the conditions of economic growth, 
and the existence of a law of property is one of the conditions of 
capital formation. By property we mean the legal right to exclude 
other people from using a particular resource. This right may vest in 
a private person, or in a group, or in a public authority ; the numbers 
enjoying the right may be large or small; but whoever may exercise 
the right, this right of exclusion is funadmental. This is emphasized 
because the term property is so often used to mean only private prop- 
erty. A battleship owned by the government is as much properly as the 
farmer’s acre; it is property because, despite the fact that the battle- 
ship in some theoretical sense belongs to ‘all the people’, in law and in 
practice individual members of the oublic arc excluded from having 
anything to do with battleships except under strict authorization. 

The legal concept of property is enshrined in all economies, 
capitalist, socialist, feuefal or otherwise. For if a resource and its fruit 
could not be protected against the public at large, it would certainly 
be misused, and hardly any person would find it worth while to Invest 
in its improvement. The legal protection of property is therefore 
extended to all resources as soon as they become scarce. Thus, in 
countries which are sparsely populated relatively to their resources, 
some resources may remain free for many centuries. Individuals may 
be allowed to cut forest trees at will; to fish freely in rivers; to take 
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water as they please; or to pasture their cattle as they please on 
common lands. But, as population grows, all these activities come 
under control; the resources in question become private property, or 
if they are recognized as public property, their use is carefully regu- 
lated by the state or other governing authority. 

If it is necessary to protect public property from private abuse, it is 
just as necessary to protect private property from public abuse. The 
maintenance of law and order is one of the primary conditions of 
economic growth, and many communities have declined because the 
state was unwilling or too weak to protect the owners of property 
against the actions of bandits or of mobs. The instinct to invest can, 
indeed, survive considerable civil disturbance, and even revolution; 
but if the period of disturbance is long drawn out, dissaving takes 
the place of capital formation. Governments, too. can be as damaging 
to confidence as bandits or rioters. Investors may put up with a high 
level of taxation, if the nature and incidence of taxation arc known 
in advance, but arbitrary taxation — such as when a ruler seizes a 
country house because he happens to like it, or when individuals are 
arbitrai ily picked out and forced to pay — encourages men to conceal 
their wealth (usually in unproductive forms), to export it, or to con- 
sume it. (Taxation is discussed further in Chapter Vll.) 

Property is a recognized institution in every part of the world; 
without it the human race would have made no progress whatsoever, 
since there would have been no incentive to improve the environ- 
ment in which one lived. There is, however, more to this institution 
than the tundamental right of exclusion, and societies differ widely in 
the complication of their laws and customs relating to property. 

The fundamental requirement, from the angle of economic growth, 
is that a potential investor must believe that he is in a position to ‘get 
his money back’, plus some compensation for the act of making the 
investment instead of consuming his substance. This requirement 
applies whether the investor is a private person or a public authority, 
since even governments do not make investments unless they expect 
to get full value for their money. The in>estor may be wrong in his 
belief; the risks may be greater than he has estimated, and he may not 
in fact get his money back; but at thv' time of making the investment 
he must believe in his prospects. On the 6ther hand ‘getting one’s 
money back’ requires fuller elaboration. One may invest in a resource 
whose product is not to be sold, but is to be enjoyed with the passage 
of time — for example in the case of private persons, a house or other 
durable consumer good, in the case of governments, a school, a road 
or a block of government offices; or a private person may make loans 
out of sentiment, or a government out of political considerations, 
knowing that the money will not be repaid. These come within 
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‘getting one’s money back’ in the sense that the investor is satisfied 
that tht benehti he gets* whethc*- material or sentimental or political, 
are worth the cost Using the phiast in this wide sense, we may say 
that It IS a condition of investment that the investor should believe 
that he IS in a posiiicm to get his monev back plus some compensa- 
tion for investing it instead of using it immediately for consumption 
purposes 

Now if the investor is in\c sting m h own concern, without 
paitners or employees, Iht problem is relatively simple But 'f he has 
partners, or is luring out hi> property oi employs ptople to manage 
it, or other people to work on it complicited prookms arisf out of 
these relationships tor the lomt r odutt of hi pmjerty and ot 
other people’s pioptrtv h i ^ then j be shined out, and if the inie ests 
of those who sliaie co^ifliwi as will dm inevitaoI\ be tnc c isc, very 
strict rules have to be obeyed if all pcili s «ic to be sUiofieu 

Take first the uhtion of paitnershp 11 joid propern s ‘haied 
equally betv^ten partner each partner ha') an inuie^t in putting in 
no more than h*'. ftlh'ws pul in m t'-Mng to put if ns i k1 i » try mg 
to take out more whetiKi what n pu* in be n^op'^' oi ilfort or 
thought bamilv businesses also illust^ dc the pv nt vhcic t»t mcni 
bers of the family arc numerous or mutudlv antigoriistu the 
business often founders upon the fact tl it s( mt mcmbeis art more 
anxious to gel what they can out of the i jint property tl an they are 
to maintain it Another tximpic is piovidtd by sonic of the early 
attempts of faimtrs to own farm nuchmcrv to opuaiivdv, it wis 
found that sonic farmers did not Un the miclintrv a can fully as 
they would have done d had been their ^wn, aiic il btcinie 
necessary to employ trained meef ini s cxcIusivljV responsible fof 
operation urid maintenance iiiskcd uf jilowin^ cn^l fanner to 
operate the machines himsdt Iht iTiuJv,in corporation aiso has its 
problems in the divergence of intcifsts betwc'*! dificitnt clashes of 
shareholders Or it may be the coi»i»ngent inkn st ot creditors which 
stands between the person who eont’'ols the propeity and his benefit, 
for if there is a fair prospect that the property may pass into the 
creditors’ hands, the owners may be reluctant to improve it, and 
may deliberately encompass its decline beonomic growth requires 
that the person who is fii a position to deCide that the property be 
maintained or improved should have an interest in making the right 
decision • 

Equally difficult problems arise if the person using property is not 
its owner Thus the lelationship between landlord and tenant has to 
be carefully regulated if the tenant is to have an interest in maintain- 
ing the fertility of the land and in making permanent improvements- - 
wc discuss this case in greater detail m a later section of this chapter 
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Similar problems arise in all contracts of hiring. 

Again, salaried managers or agents are notoriously unsatisfactory. 
It is not merely that they are tempted to keep for themselves some 
proceeds which legally belong to the owner; this may indeed reduce 
growth by reducing the reward for capital formation, but it may also 
merely involve a change in the distribution of income. More impoi- 
tant, perhaps, from the angle of economic growth, is the fact that 
the agents may neglect the property, if their income docs not vary 
directly with the care they take; or on the other hand may prolong its 
life improperly, in order to prolong their own employment, by re- 
investing in the property pait of the owner’s piofits which could more 
profitably be invested elsewhere. 1‘hcse problems are specially acute 
in absentee ownership; but they are found even where the owner lives 
on the spot, if he docs not bother to give .>crious attention to his 
piopc-rty; and, of course, some agents are much better at managing the 
property than the owner could ever be, because of their greater 
know- ledge or their natural flair for this kind of woik. In any case, 
absentee ow'nership is now the rule rather than the exception in 
modern indu'‘liial communities. Most of our piopcrty belongs either 
to shareholilers. wiio have entrusted its management to directors; 
or to the state or othei public authorities, who also depend upon 
employees for its management. In both cases there aie stiingent and 
not altogether successful laws which seek to protect the owners* 
interest against the interesi of those whom they employ. Some part 
of the case for private property, as against public property, used to 
rcjit on the argument that the private owner of property was likely to 
look after it better than the salaried employee of the state, but much 
of this argument has ceased to hold since the growth of large scale 
organization and of the joint stock company has caused the manage- 
ment of private property to pass largely from rwmer*- to salaried 
employees. 

binally, some of the most difhcuU problems of our society arise 
out of conflict between those who own property on the one hand, and 
those who are employed for wagc:^ to werk with other people’s 
property on the other hand This conflict can be dramaiized hv stating 
it in terms of its extremist proponents on either side. On the one hand 
there are always some advocates of .slavery, Vho hold that the worker 
should receive only the tost of his subsistence, and that all the 
surjJlus produce beyond this level belongs to the owners of property. 
On the other hand there are tho.se who assert that only woik creates 
produce, so that the worker is entitled to the ‘whole produce of his 
labour* — whether this allows some deduction for depreciation of 
capital not even always being made clear, fn between these extremes 
fit many different proposals for the division of the product. 
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This problem is dijBTerent in kind from those we have so far con- 
sidered in this section. Hitherto our concern has been that those who 
control property, whether as owners, as tenants, or as managers, 
should have an interest in maintaining and improving it. The share 
of the workers in the produce does not, however, necessarily raise 
problems of control, so we will consider it separately. 

(f) The Reward for Work 

We have said that men will not do their best work unless the fruit 
of their work is assured to themselves or to those whose claims they 
recognize. Problems arise so soon as it becomes difficult to distin- 
guish the fruit of their work from other fruit, as is the case if they are 
working together on a joint enterprise, or if they are working with 
property which belongs to someone else. 

Working together becomes necessary so soon as there are econo- 
mies of scale. Since it has problems different from those which are due 
to the separation of work and ownership, we can best get it into per- 
spective by considering the case where men work together with their 
own properly, that is the case of co-operative enterprise. The word 
‘co-operative* is used by many different kinds of organization but we 
are concerned in this context only with co-opcrailves in the literal 
sense, that is to say with organizations where the workers own the 
property, manage it themselves, and distribute the proceeds among 
themselves. (In other co-operatives the workers are employed for 
wages by consumers, or by farmers' marketing societies, or the like.) 
The need to work together arises as soon as the advantages of scale 
begin to be evident — either because of specialization, or because of 
the need to join together to work some piece of indivisible equipment. 

Co-operative units have two major problems, namely incentives 
and authority. As for incentives, e<ich partner has to rely on the good 
faith of the others, in a situation where any one partner can slacken 
off without correspondingly diminishing his share of the product. 
The system can work quite well if the partners arc not numerous; 
especially if they are related to each other, or linked by mutual 
sympathy. Six or a dozen craftsmen or farmers can work together for 
decades without the partnership foundering on any major dispute. 
They do not always sud'eed; even family enterprises do not escape 
slackness, lack of incentive or dispute. However, once the partner- 
ship begins to involve larger numbers, it cannot be based exclusively 
on mutual trust and sympathy. It becomes necessary to pay each 
member according to what he does in terms of hours and of skill. 
The surplus profit can still be divided on some ‘co-operative’ 
principle — according to earnings, or equally, or according to capital 
contributed — but the emphasis has to be placed mainly on creating 
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a system of wage incentives — piece rates, bonuses and all the rest — 
which penalizes the partner who shirks and rewards the partner who 
gives superior effort. 

This is not, however, the only problem presented by size: much 
more difficult is the problem of managing large co-operatives. A 
large body of people cannot work together efficiently without dis- 
cipline and authority. Someone has to take decisions, and to enforce 
them. The members of a co-operative may be equal partners, but they 
cannot have equal authority. If they are numerous, they must 
delegate most of their authority to a committee, and no executive 
committee is effective which is not content in its turn to delegate most 
of Its authority, and to pul responsibility squarely on the shoulders 
of a small number of individuals. This means, however, that the great 
majority of the co-operators are removed from decision making, and 
have to carry out orders just like any paid employee. They become 
dissatisfied with this. They probably also become dissatisfied with 
the division of the proceeds; with their own pay relatively to others; 
or with the management’s desire to put a large part of the surplus to 
reserve, for contingencies, or for expansion. Sooner or later they 
overthrow authority, and the organization is rent b> internal dis- 
sension. Consequently it is virtually impossible for large scale 
organizations run as co-operatives to compete successlully against 
other large firms run w'lthout the co-opcralivc principle. 1 he excep- 
tions prove the rule. The collective farms in the ILS.wS.R. are co- 
operative only in name; the management is provided by members of 
the C ommunist party, who tell each member what he is to do, pay 
him according to what he does, and share out the surplus in propor- 
tion to earnings. 1 he individual member has only thcoietical power to 
change the management and alter its policy. In Israel the communal 
farms arc genuinely democratic, the., arc, indeed, mostly mdobted to 
and supervised by a central agency, but this does not seem to restrict 
their genuine powers of self-government. Membership averages 
around 250, and members are not even paid according to the work 
they do. Most observers seem to agree that the success of these collec- 
tives has depended so far upon the special emotions associated with 
immigrant Jewish agriculture in Isratl, and upon the part played by 
collective organization in the military defencf of isolated settlements. 
Sooner or later the special strains and emotions involved in creating a 
Jewisii National Home will wear off, and if the collectives then retain 
their primitive communism, and succeed economically, they will be 
doing so contrary to all previous human experience. 

Some form of co-operative is the primitive working unit of human 
beings. In the earliest societies we know, the working unit is the 
family, or the clan, or the guild of craftsmen, the priests, or other 
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grouping. Western industrial capitalism began in partnership units, 
with craftsmen working together; the employment of journeymen 
by master craftsmen seems to have arisen only in the later Middle 
Ages. Group work ha^? its advantages, especially for people living on 
the margin of subsistence, or living in fear of attack or of recurrent 
natural disaster; for then each helps the other, and there may be 
mutual protection or insurance in woiking together. It is quite 
common for peasants to form working parlies to work on each 
other *s land, helping each other to build houses, or to clear the land, 
or to harvest. But this form of organization depends for its con- 
tinuance on strong ties of group loyalty, resting in kinship, or in 
religious association. It breaks down as soon as more individualistic 
notions begin to spread, as soon as there are growing opportunities 
for trade or for innovation of which individuals become increasingly 
aware, and as soon as large scale organization begins to offer 
economies. The co-operative form of entei prise is evcellent for 
stable societies, but it does not sursive easily as a productive unit 
(as distinct from marketing or credit) once the lower levels of sub- 
sistence have been passed. 

Problems of incentive and of authoiitv are common to^all large 
scale organizations, even when the workers own the property with 
which they work. I he seoaration of ownership from work, however, 
introduces a third problem, namely that of the division of the pro- 
ceeds between work and property. In co-opera tive organizations 
property has no separate share* the whole of tlie pioceeds is divided 
amongst those who work with it and own it. But in capitalist and 
socialist societies property belongs either lo the capitalist or to the 
state, and in either case the owner demands both some remuneration 
and also participation in controlling the operations It should, in par- 
ticular, be noted that the nationalization of property does not solve 
any of these problems There was a stage in the development of social- 
ist theory when socialists were proposing that property should belong 
to those who worked with it — in forms of syndicalism, or Guild social- 
ism, or workers’ control— in which case socialism w'ould simply be 
co-operative enterprise, and would face only two problems instead of 
three. But in the event^ whether in the U.S S.R., or in Britain, or in 
the U S.A. or elsewhere, socialism has taken the form of trans- 
ferring property from private owners not to the workers but to the 
state or other public authority, which retains control and a share of 
the proceeds. How much difference this makes in the mind of the 
worker depends on his attitude to the state. He may well believe 
that it is more equitable to share with and be managed by the state 
than with or by a private owner; this depends very much on what he 
has been taught to believe. Some workers have grown up in fear of 
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their governments and in friendship with their employers, and would 
resist any such transition; whereas others have been taught to hate 
‘the employing class’, and to respect ‘the democratic state’. But in 
any case, even if the worker prefers the slate boss to the private 
boss, and the state profiteer to the private piofiteer, he is unlikely to 
prefer either to neither. That is to say, even in the best regulated form 
of state enterprise he is conscious of the fact that he docs not get the 
whole produce of his labour (whatever this may mean), and of the 
fact that ‘wage slaves’ have to be at the beck and call of their 
supervisors. The problems of state-run enterprises have thus pioved 
to be not essentially different from those of private enierpnses, and 
if this is not as immediately obvious in the U S.S.R. as it is in 
Britain or elsewhere, this is mainly because workers’ are 

not easily expressed in iion-dcmocratic societies. 

The right of property to a share in the proceeds has always excited 
men’s minds. One school argues that wealth »5 created b\ work, and 
belongs only to those who work, from this stemmed a labour Ihcoiy 
of value. Others have defended property’s sliare on numerous 
grounds— on the natural light of men to own property , on tlie need 
to provide an incentive to improve property, on the Malthusian 
doctrine that the poor would waste the proceeds of property on 
having more children, while the rich would reinvest tliem; on the 
psychological cost of saving, on the right of each factor to earn its 
marginal productivity: and on numerous other deiences. The state 
IS no less ingenious than the private owner oi his economic philo- 
sophers. If twenty pei cent of if e national income is needed foi gross 
capital fonnation, and anothci twenlv per cent foi the current uses 
of government, even the most socialistic state haN lU' ddficulty in 
proving that the workers cannot expect to get the full produce of 
their labour; or to pul it more prettily, that they must be satisfied with 
sixty per cent directly, and be pleased at having foity pci cent spent 
on them indirectly in ways in which they could not or would not 
spend it themselves. 

It is possible that these problems cannot he s<dvcd in large sca^c 
organizations. Piece rate and bonus systems of wage paymeri may 
succeed in stimulating effort, and probl-shanng arrangements may 
restore a httle the atmosphere of co-operative enterprise, but the 
claimants to the produce are too many for the partners to trust each 
other*implicitly without continually comparing input with reward. 
The workers will compare their own rewards, or their rewards with 
those of their supervisors and superior staff, or output in general with 
the share taken, if not by private capitalists, then by the state. The 
partners may quarrel more bitlerlv in some places or at some times 
than in other places or times; they cannot ever completely agree that 
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justice is being done to all since no one can say what justice is in terms 
which everyone else will always accept. So also the problem of 
authority is as insoluble as that of incentives; the psychological 
malaise of working in big institutions is incurable. I he human mind 
revolts against discipline, and no big organization can be run success- 
fully without discipline, obedience and loyalty. The workers may 
be given power to elect delegates to managerial committees, but if 
the organization is large, the delegates cannot be numerous, relatively 
to their constituents; and in any case once they become entrenched 
in managerial responsibilities, the delegates inevitably tend to side 
with the management, because they realize that a large organization 
cannot be run successfully from below. A sense of antagonism between 
management and worker is as inevitable in a large organization as is a 
sense of antagonism between clergy and laity, between government 
and subject, between father and family, or between general and 
private. It derives from the desire of each of us to have his OA^n way, 
working in a situation where we have inevitably to accept countless 
decisions which we have no part in making, except remotely, and 
which are not tailored to each individual case. The situation provides 
a continuous challenge to managements -to w'ln lo>alty bf the con- 
sideration which they show to those over whom thc> have authority 
(not less than by their efficiency), and to approximate theii under- 
takings to the give and take and mutual respect which distinguish the 
happy family rather than to the reliance on hierarchy and sanctions 
which chaiacterizes military groups. But conflict and frustration arc 
inevitable accompaniments of large-scale organization. 

Perhaps too much is made of the worker's desire for self-govern- 
ment, both by those who believe that democracy inside the factory is 
possible and also by iJiose who fear that its impossibility must lead 
to the breakdown of the industrial system. Not all workers desire 
self-government in industry; probably a majority prefer to be given a 
job with limited terms of reference, and to be set free from respon- 
sibility for the affairs of the undertaking at large. Jn all human 
societies, whether factories or counties, trade unions, churches or 
states, it is observable that only a very small minority of people 
offer themselves as candidates for office, or take any continuous 
interest in the affairs of their organization. They may be very pleased 
to belong to the organization, and they may turn up to vote at 
elections— though the percentage voting is sometimes lemarrkably 
small — but it is exceedingly difficult to get members to keep them- 
selves informed as to what is going on, let alone to participate 
actively in discussion or management. This being so, one might 
think that the desire of a minority for active participation could be 
met in industry by such persons drifting into the small firms, where 
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such participation is feasible, and leaving to the large establishments 
the people who prefer to have things run for them. But it does not 
work out in this way. The large establishments on the contrary fre- 
quently attract those workers who have an itch to organize and 
supervise, and these set about stimulating the rest to defend them- 
selves and to participate (as they see it), or set about stirring up 
trouble (as the managements sometimes see it). 

The role played by this active minority in indoctrinaiing and 
organizing other workers for wages also emphasizes the part played 
in human affairs by fashions in opinion. Although the success or 
failure of systems depends partly upon their intrinsic nature, it 
depends also partly upon what men choose to believe about them. 
The great industrial unrest through which the twentieth century is 
passing owes as much to propaganda as it does to anything else. The 
industrial worker in the U.S.S.R. has less freedom than his counter- 
part in the U.S.A., and receives a smaller share of what he produces, 
but it is conceivable that propaganda in favour of his situation may 
cause him to accept it much more than the U.S. worker, who is 
subjected to strong propaganda against a similar status, even though 
It is relatively superior. It is this which makes prediction impossible. 
An economist living in Rome at the time ofSpartacus might have pre- 
dicted confidently that slavery was so intolerable to the masses that it 
must soon fail; instead it was established more firmly than before. 
Similarly, one might now be tempted to predict that large scale orga- 
nization, whether in co-operative, in private, or in state ownership, is 
proving so irksome to the workers that it must fail; and that there 
will soon come a time when only small establishments, based on per- 
sonal relationships, will stay sufficiently free of strikes and of 
ca' canny to be successful in the market. But this prediction may be 
just as wrong, especially if the state increasingly takes ov^r manage- 
ment, and lines up with the church and with trade union leaders to 
persuade the workers that this is a fundamental change which gives 
them the best of all possible worlds. To return to the point from 
which we started this section, ‘men will not make effort unless the 
fruit of that effort is assured to themselves or to those whose claims 
they recognize’, but what they consider to be ihcir proper share of the 
fruit, and whose claims they recognize are largely subjective matters, 
which depend upon what they have been brought up to believe. 

2. TRADE AND SPECTALIZAl ION 

We turn next to consider the opportunities which institutions give 
for trade and specialization, since the extension of trade and of 
specialization are a vital part of economic growth. 
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(a) Advantages 

Trade stimulates growth in many ways, of which its stimulus to 
specialization is only one. Trade stimulates demand, by introducing 
new goods to a community, and in doing so it may stimulate the 
desire to work more, or more effectively. Since limited wants, due to 
limited horizons, keep effort low in many primitive communities, 
the opening of trade may effect a revolutionary attitude towards the 
value of work. T rade also reduces the comnmnity's need for working 
capital. In the absence of trade each household must keep stocks of 
all it needs; when trade permits the stocks to be held by merchants 
in central reserves, the ratio of stocks to consumption is greatly 
reduced. Indeed these stocks may often mean the difference between 
life and death in countries which live on the margin of subsistence, 
since trade permits commodities to be moved from surplus to deficit 
areas in times of famine. Trade also brings new ideas— new patterns 
of consumption, new techniques, or new ideas of social relationships. 
Tales from foreign lands challenge established traditions, and allow 
individual members of the community to experiment in ways which 
would otherwise be prohibited. If in studying the history of any 
country we find that it is suddenly showing more rapid growth, or 
changes in beliefs, or changes in social relations, the explanation is 
almost always that there has been an increase in opportunities for 
trade. 

Trade also stimulates specialization, since the division of labour 
depends upon the extent of the market. Adam Smith said of speciali- 
zation that it ow'cs its superior productivity ‘first, to the increase 
of dexterity of every particular workman ; secondly, to the saving of 
the time which is commonly lost in passing from one species of work 
to another: and lastly to the invention of a great number of machines 
which facilitate and abridge labour, and enable one man to do the 
work of many’. Smith attached so much importance to the division 
of labour that he made ii seem even to be the cause of the growth of 
technology and of the appliaition of capital. Later writers challenged 
this causation, and some even argued the other way — that specializa- 
tion is not the cause but the result, in our day we are content to say 
that specialization knowledge and capital grow together. 

Increasing specialization seems to be as much a principle of 
economic as of biological evolution, and its association with 
economic growth is beyond all question. It has, ncverthelc*ss, its 
costs. Any specialist is likely to suffer if the demand for the service 
in which he specializes diminishes. Demands are altering all the 
time, because taste changes, or because new techniques or new goods 
render the old skill obsolete. If the specialist cannot turn his hand to 
something else, he may suffer a severe loss of income. This applies 
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also to a community as a whole: the greater the specialization, the 
greater the need for occupational mobility, which is the best insurance 
against changes in demand. The community may also suffer from 
specialization if trade breaks down, and if it is therefore unable to get 
essential supplies, as when a war interrupts trade, or when the usual 
sources of supply are cut olf by earthquake or other disaster. Pro- 
vision can be made for temporary interruptions of supply by carrying 
emergency stocks, like the stockpiles now being created by the U.S. 
government in case of war. But it may also be advisable to take the 
precaution of not specializing excessively — how far to go being a 
matter for subjective 2issessment of the risks. 

Another cost of over-specialization is lack of balance. This can be 
seen clearly in agricultural operations. Excessive spccjall/alion on one 
crop may cause biological unbalance, showing itself m soil ex- 
haustion, or in the spread of pests and diseases ft is open to the 
individual farmer to prevent soil exhaustion by having a suitable 
rotation of crops, and by mixed farming But the if'dividua' cannot 
prevent the adoption of monoculture by the farmers in Ivs region, 
and the dangers of pest and disease to which this giv» s if mono- 
culture is to be prevented, in a region where it is con^^iJered un- 
desirable but is temporarily very piohtablc, Ihcu rnii*-! be a group 
decision to prevent it, by prohibitions on planting, or subsidiza- 
tion of other crops. 

Specialization also causes lack of balance in tlic human nnnd A 
people which specializes in mining docs not sez the woid m ^ainc 
way as a people which specialize*^ in fanning Smui.^rly, within the 
group people with different specialisms see thing*- (uthrent!} and 
may clash incconcilably in outlook as weli as m n^atrnal intciC'tts. 
These differences of outlook and of mtercst are often deplored; 
Speech Day orators denounce narrow spetializiiltor* end that 
education should be broadly based. Neveithcless, tins dnerAiiy may 
be thought to add something to the quality of human community 
life, which is missing in a community where everybody h^xS the same 
occupation and experience. It poses greater p-e bkms of co-opcni- 
tion, but it also presents greater opportunities of intclicUiiai progress, 
since it is in the clash of experiences thai human ideas an. refined. 

In the same way, the clash of material inltrests at least causes 
society to change continuously. This is so whether wc accept the view 
of thosfi materialists who sec ail history as a succession of class 
struggles, or whether we reflect merely how little change there would 
be in society if each person were satisfied with his share of the 
national income. Some people regret that there is ceaseles»s change, 
and say that they would be glad to get back to a world in which 
each person grew his own food and spun his own cloth — if there 
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ever was such a world. We are not here concerned with the desira- 
bility of change or stability (we treat this matter in the Appendix); 
we note here merely that there is ceaseless change, and that specializa- 
tion contributes towards it. 

(b) The Extent of the Market 

The greater the market the greater the possibilities of specializa- 
tion. The size of the market depends i*pon the degree of household 
self-sufficiency, upon the size of the population, upon the cheapness 
of communications, upon the wealth of the community, upon the 
standardization of tastes, and upon the man-made barriers to trade. 

The primitive household is almost completely self-sufficient. Every 
village has some specialist craftsmen, but they supply only a fraction 
‘3f the villager’s ^\ants. The self-sufficiency of the village as a whole is 
f^:sociated mainly with its isolation, but the self-sufficiency of the 
'*\dividual household is associated mainly with the status of women. 
Ai. economic development occurs, many of the jobs originally done 

women in the household are transferred to external agencies, which 

them more efficiently both because they are more specialized and 
^!so because they use more capital — fetching water, grading grain, 
Spinning, weaving and making clothes, teaching children, looking 
after the sick, and so on. This transfer of jobs is paralleled by a 
transfer of female labour out of the household to work in external 
establishments. In most primitive societies men object to their 
women working for wages. As the taboos break down, greater spe- 
cialization becomes possible, and there is a substantial increase in na- 
tional output— as well as a substantial increase in women’s freedom. 

The size of the market depends also upon the size of the popu- 
lation. There are substantial economies of scale in some kinds of 
production, especially in manufacturing, in public utilities, and in 
some kinds of service (education, public health, mass entertainment). 
Quite a few countries are under-populated, in the sense that if their 
populations were larger .such products or services could be offered 
more cheaply on a mass produced basis, instead of being produced 
in smaller, less specialized establishments. The size of the population, 
however, is a concept which relates to space as well as to number, and 
which is therefore essentially a matter of communications. If trans- 
port costs were zero, even the smallest country could enjoy all the 
benefits of specialization, since the whole world would constitute 
a single market ; even the smallest country could then specialize, and 
sell its surplus to others, in return for what it wished to consume. We 
discuss population questions more fully in Chapter VI. 

The cost and extent of communications depends partly upon 
natural features, and partly upon the enterprise of transport under- 
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takings. Some governments are more alive to their responsibilities in 
this sphere than other governments. Indeed, in the history of most 
countries the good rulers are often marked out by the vigour with 
which they extend the system of roads, and the bad rulers by the poor 
state of the roads in their time, A cheap and extensive network of 
communications is the greatest blessing which any country can have, 
from the economic point of view. Before the invention of the railway, 
water transport was the only relatively cheap form of transport, and 
those countries which were easily accessible by sea or by river showed 
the greatest expansion of trade and of wealth. If we ask why some 
countries have played a more vigorous part in human history tlian 
other countries, greater accessibility by water is usually one of the 
answers. 

That the size of the market for any commodity depends upon the 
wealth of those who buy it is obvious. Equally important is the dcgr.:e 
of standardization of the demand. One reason which is sometimes 
adduced for the superior productivity of labour in the Ifnitcd States 
is the willingncs*^ of people to buy mass produced and standardized 
articles. This is partly a matter of the extent of social snobbery in 
the community; if snobbery demands that the individual show his 
superior status by buying commodities of individual design, or hand 
made commodities, or articles fashioned specially to his requirements, 
then the market foi each type will be small. It may also be a matter of 
class structure; countries which have a well developed middle class 
may offer a better market for mass produced commodities than 
countries of equal wealth which have only rich and poor. Class 
considerations apart, the taste for artistic work of individual design 
may have been created merely by the excellence of a country’s crafts- 
men, who, for decades or centuries before mass production became 
feasible, had specialized in producing work renowned for its high 
merit. Such may have been the position, for example, in France and 
in India. Then when mass production becomes possible the country 
may lag behind others which have not had these special skills, and in 
which therefore a mass demand proves easier to create. Much de- 
pends also upon the imagination and enterprise of business leaders. 
Nobody knew how large the demand for mass produced commodities 
could be until men like Ford and Woolworth jh'^^cd the way. 

Then there are the man-made barriers to trade— the tolls, the 
tariffs, the quotas and the prohibitions. The reduction of these 
barriers was one of the greatest achievements of the human race 
between the sixteenth and the nineteenth centuries A.D. The work 
began at home, with the lemoval of the internal barriers within 
political frontiers, and was associated with the creation of strong 
centra] governments in countries where previously local princes had 
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great power. The Mercantihst age is famous for its literature defend- 
ing rcstnctions on foreign trade, but the most important work of the 
Mercanbhst philosophers was their insistence on the advantages of 
internal unihcatiou, and the efforts that were made in their age to 
level the barriers to internal trade. Their work has never been un- 
done; nobody today argues that subordinate political authonties — 
provincial governments, county councils or municipahties — ought to 
have the right to levy tariffs The Mercantihst age passed impercep- 
tibly into the age of free trade, which the nineteenth century was, par 
excellence During that century barriers to international trade were 
reduced in almost r\ei 7 country of the world, and though the tide 
turned befoie the century’s end the level o^' trade lestiictions was in- 
significant in 1900 compared witli what it had been a century earlier 
Nowadays opinions on international trade aie agi'n as sophisticated 
as they were in the Mercantilist age, we shall return to the subject 
in Chaptex VL 

(c) Organization 

As soon as men begin to speciah^e it n necessary t# have s(>me 
mechanism for co-oidinatmg th^ir actnitiwS Or the smallesi scale 
this can be done b> adnunistrative hat Inside a hrm, or a govern- 
ment depanmenl, or an ami> unit, cacn speaaL t is told individu 
ally what to do, and il is th- job of th#* mana*^' mcn{ *o hive a in'^ntal 
picture of hv)w the woik of all the individual together Ihis 
cannot, however, be done for a whole rommonit) Snice the ends 
to be served and the means of serving *hem are too numerous for 
central co-oidination to work effiviently instead, tic activities of 
individuals are co-ordinated bv t, ? market SuppK and demand 
determine prices, and '*'arh jndwidaal is abl^ to ^uJl hr. own pui poses 
by responding to price inrer.tive^, while at the sanie time serving the 
wider ends of all individuals taken together I he price mechanism 
does not, indeed, resolve all s<jcial conflicts, it r an imperfect 
mechanism, like all other socnl Hi>iinitions, and its operation is also 
affected bv the cflor^ pcopl" make to prevent it from working freely 
It IS everywhere regulated, by private monopolists or by governments, 
but nowhere can it be dispensed with altogether, so long as there is 
specialization and tra-de Even the government of the I J S S R , which 
regulates economic activity more than other govemrrenis, depends 
quite significantly on the price system to co-ordinate economic 
activities — to stimulate the supply of types of skill which are scarce, 
to stimulate agncultural output, to discourage consumption of scarce 
commodities, to enforce efficiency upon state* owned mdustnes, and 
more or less for all the other purposes which prices serve also in less 
^planned* economies. 
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Now, kf the price mechanism is to serve as a regulator, people must 
be responsive to prices. They must be interested in prices, whether of 
the labour they can do, or of things they can make, or of commodities 
they may buy, or as the case may be; and they must be willing to 
respond to prices by altering their behaviour to take advantage of 
favourable changes in prices. A civilization in which people are 
responsive to prices may be referred to, contemptuously, as a 
•pecuniary’, or an ‘acquisitive* civilization; our concern, however, is 
not with morality or contempt, but with the conditions of economic 
growth Growth requires specialization, specialization requires 
co-ordination by a price mechanism, and this co-ordination is 
effective only in proportion to the response of individuals to changes 
in prices. Now the degree of this response is largely a matter of habit. 
When people who have hitherto produced only for their own 
subsistence are first introduced to a price economy, their response 
is both limited and unskilled. They neglect opportunities; they do not 
know how to choose; they are easily defrauded; they do not sense 
the difference between temporary and permanent price changes; 
they do not know about seasonal and cyclical variations, or about 
quantity discounts; and so on. One has tr leam how to respond to 
market puces just as one learns any other part of one’s culture. 
The performance improves as generations grow' up who have 
always known and used the market, and who are expcnenccd in its 
tricks. 

Specialization requires also the use of money; barter is com- 
patible only with the most rudimentary forms of specialization and 
of trade. 'I he invention of money is one of the greater achievements 
of the human race, like the invention ot the alphabet, or the dis- 
covery of how to make fire at w li. Without money trade would be 
reduced to a trickle. Without money each household would have to 
store up all its possessions, instead of being able to buy from 
centralized reserves (shops) as required. And without money there 
could be very little lending and investment. 

Despite its value, the invention of money has spread so slowly that 
there are large areas of the world where it is only just coming into 
general use. For example, in some of the great nations of Asia, where 
money has been used in one form or another throughout their 
recorded history, it is still the case that as much as forty per cent of 
their national output, on the standard definition, is not exchanged 
against money. The use of money is associated with specialization 
and trade; where people arc so poor that they have little surplus to 
trade, they have little use for money. 

The use of money alters social institutions by increasing the 
importance of the market; even more important, perhaps, it also 
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alters human attitudes. Once money begins to circulate in a com- 
munity, and production for markets becomes common, economic 
relations move increasingly on to an impersonal basis. Status and 
kinship count for less, as money counts for more. Wealth is easier to 
accumulate in cash than in cows or in sacks of corn; the ^acquisitive* 
instincts — ^the desire for wealth — are therefore easier to exercise, and 
grow as they are exercised. The ‘capitalist’ relations of money- 
lending and of wage employment also spread more easily with money 
than without it. Hence, forms of organization which are feasible in 
societies which do not use money, such as the extended family 
system, or systems based largely on status, cease to work effectively 
when money comes to be widely used. 

We note next that specialization and trade also require that 
market places should be organized. Lack of markets is one sign of the 
primitive community. There is almost always some meeting place 
where food, cloth, and the simpler consumer goods can be bought. 
But specialization requires a much greater range of markets than this: 
markets for laboui, markets for houses, markets for land, markets 
for foreign currencies, matkets for loans, markets for stocks and 
shares, and so on. These markets take different forms. It may pay an 
individual to become, as it were, the market, specializing infringing 
prospective buyers and sellers together, jusl as a house agent’s officers 
a market. Or the market may be merely a column of advertisements 
in a newspaper. The number and variety of the markets is a sign of 
the community’s wealth. Sometimes wealth can be increased simply 
by opening a market, so that trade is facilitated, but it is also possible 
to open markets before the community is in a position to develop 
enough trade to justify them — as in the case of some of the poorer 
countries where there is talk of starting a stock exchange. 

The relationship between specialization and the size of the 
economic unit is not simple. Some people believe that specialization 
increases the size of the firm, because the subdivision of jobs in- 
creases the number of jobs and therefore the size of the co-ordinated 
unit. But this is not necessarily so, since the activities of the specialists 
can also be co-ordinated by the market. When a new product first 
appears on the market, the firm introducing it has to make most of 
the component parts imits own workshop; but, as the demand grows, 
various firms specialize in making aimponcnt parts. Thus the motor 
car is now produced by scores of different firms, each specializing in 
making chassis, or bodies, or windscreen wipers, or tyres, or scores of 
other accessories; whereas the so-called ‘motor manufacturer’ may 
not do much more than assemble parts most of which he has bought 
from other firms. Specialization increases the size of the firm in so far 
as it results in operations which have to be done on a large scale; but 
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it reduces the size of the firm every time that it splits an operation 
into component processes. 

Large scale organization is thus one of the indirect results of 
specialization. Because people specialize, their activities have to be 
co-ordinated, and this co-ordination can be done either by market 
processes or within the firm. In this respect, the market and the firm 
pull in opposite directions. The more perfect the market, the less 
necessary it is to have co-ordination within the firm, whereas the 
less perfect the market, the greater is the opportunity for an 
entrepreneur to co-ordinate the activities of individual specialists. 
It is an error to think that the principle of specialization as such gives 
advantage to large scale organization. The small firm can survive 
easily if markets are well organized, so that it can buy cheaply such 
factors as specialist advice, engineering service, component parts, 
raw material and the like, and can dispose easily of’ its product, 
whether to final oi to intermediate buyers. The better organized the 
market, the loss each fiim needs to do for itself, and the smaller is 
the advantage of large scale organization. 

The corollaiy of this is that if it is desired to favour small scale 
entci prise, the best way to piocecd is to organize around the small 
firm specialist services and marketing agencies so efficient and cheap 
that the lirm is not disadvantaged by being small The large organiza- 
tion can conduct research, buy in bulk, sell in bulk, raise funds 
easily, produce a standardized article, advertise, hire the best 
specialist advice, and so on. The small organization can succeed 
just as well if it is surrounded by agencies— private, co-operative, or 
statutory — which will take * ver all that part of the work which needs 
to be done on a large scale, so that the small firm can concentrate on 
those activities which arc adequately done on a small scale. Thus the 
small farm can get its specialist advice from an agricultural extension 
service, its standardized seeds from seed farms, or jts tractors from 
the tractor hiring agency, and can dispose of its product to an agency 
which bulks it with that of other farms, and grades, processes, 
advertises and sells it in bulk. It is not true that the individual firm 
must be large in scale if there is to be efficienev or economic growth ; 
but it is true that the advantages of specialization cannot be secured 
unless the economies of scale are available either within the firm or 
within the framework of well organized markets. All the same, the 
degree* to which the well organized market can substitute for the 
large firm varies very much from industry to industry. It would be 
very hard to organize railway service, the manufacture of steel, or the 
assembly of mo(< r cars efficiently on a small scale, whereas small 
scale enterprise can hold its own very well in road transport, in shop- 
keeping, in some forms of agriculture, and in a limited range of 
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manufacturing activities. Economic growth does demand some 
expansion of large scale production, however efficiently the market, 
the co-operative movement or the government may proceed in 
nurturing the smaller units. 

The expansion of large scale organization depends on the avail- 
ability of entrepreneurial skill, and on the access which this skill has 
to other factors of production. Entrepreneurship may be undertaken 
by private persons, or by government officials. In either case the size 
of undertaking which the entrepreneur can handle is a function of his 
ability, his experience and the techniques at his command. Taking 
first the techniques, large scale organization has progressed with the 
invention of means of communication — writing, telephones, wire- 
less — of means of counting — statistical methods, accounting — and 
of administrative devices — hierarchies, committees, and so on. All 
such inventions increase the scale of efficient operation. In most 
under-developed countries there aic verv few people who have 
experience of large scale administrau mi or its techniques. In such 
countries small scale organization is more appropriate than large, 
simply because of this lack of experience, and a is more economical 
to organize on a small %cale operations which more advanced 
countries would find it more ecoiumiK to organize on a iafge scale. 
As economic development proceeds, the country accumulates 
administrative experience, and can «ippiy large scale methods more 
effectively and to a wider range of activities. 

Because large scale organization involves great changes in attitudes 
and in social structures, and brings v iih U so much discontent, many 
people dislike it, and would prefer to have only so much economic 
growth as is possible without inci easing the scale of organization. 
This attitude is feasible enough in a country whose natural resources 
are limited to cultivable soil, hut if the country has considerable 
resources for mining or for manufacturing it will almost certainly 
restrict its opportunities unless ihc growth of laige scale enterprise 
is permitted and encouraged. 

3. ECONOMIC FRFEDOM 

(a) Individualism and Collective Action 

The growth of income per head in Western Europe and North 
America m the last few centuries is very rightly associated v/ith the 
growth of economic freedom — of freedom of the individual to change 
his social status or his occupation; freedom to hire resources and 
combine them in ways which increase output or lower costs; and 
freedom to enter trades in competition with others who are already 
established ii. those trades. In this section we shall be examining 
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the institutional obstacles to these freedoms, but we must iirst note 
that individualism is not necessarily the quickest road to economic 
development. Collective action is also necessary, and in certain 
circumstances may even have quicker results. 

Collective action in the form of government action is necessary 
even if only to supplement private action. Governments have ex- 
tensive functions in promoting economic development, to which wc 
refer in more detail in Chapter VII. These range, even in private 
enterprise economies, from such obvious functions as maintaining 
roads or promoting research, to more sophisticated functions such as 
underwriting new enterprises or providing capital to private business. 
The role of government depends to some extent on the quantity and 
quality of private entrepreneurship; the less able the individuals to 
pioneer, the greater the burden that falls upon an enterprising public 
service. 

Apart from government action, however, a strong sentiment of 
rj.atiofial cc>^csioiii may be helpful to economic development whether 
the pionerrii'.g is bejrg done by indixiduals or by government. If the 
members of the nation are used to looking lo and accepting leader- 
ship, the charges which ewnomic growth requires are much easier 
to achieve than if each is a stubborn individualist. This may show 
itself in several ways, li the pioneering is in new techniques, the com- 
mon people will change over more rapidly once innovators have 
shown that the new techniques are more productive. If it is necessary' 
to arrange fot work to be done in large scale CvStablishments, where 
previously every man was his own master, a new discipline can be 
quickly established. Jf sacrih es have lo be borne— for instance, if the 
government liecides to launch upon a )iea\7 programme of capita] 
formation — they will Ix' borne with less internal strife or less inflation 
than in coramuniijes whose members are less easily united by a com- 
mon purpose. It habits and insiitutions must be changed — the status 
of women, the legal status of land, the attitude towards migration — 
the changes are more easily affected. And so on. Some historians 
contrasting the last hundred years of Chinese and of Japanese 
history lay great stress cn the ‘discipline’ of Japanese social life, in 
contrast with the greater individual sm of China. It is extremely 
difficult to give either precise meaning or predse weight to such con- 
cepts, but since it is clear that economic change is pioneered by the 
few and imitated by the many it seems plausible that the rate of 
change for society as a whole should depend on the willingness of 
the many to accept the leadership of the enterpnsing few. 

Collective actio i and cohesive sentiment are not merely necessary 
lo growth, they may also in certain circumstances achieve results 
superior to those aciiieved by individualism. A cohesive group, 
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organized on authoritarian lines is probably better able to attain 
given objectives than is a group more individualistically inclined. It 
is supenor, presumably, for anything which has to be done according 
to a plan, where keeping together is of the essence of success — 
whether the objective is making war, or controlling the flow of some 
tremendous river which otherwise threatens destruction, or fighting 
forest fires, or any other activity where success is dependent on every 
person taking orders from the chief. The cohesive, authoritarian 
group will also have superior economic growth, if the chief knows 
better than the individuals the measures which growth requires. The 
chief can enforce education, or improved technologies, or the use of 
better seeds, or a higher level of capital formation, or changes in 
social relationships such as land tenure, or slavery, or monopoly. 
Hence it is not true to say that growth depends on the individual 
having freedom to manoeuvre, if the alternative is that the individual 
will be compelled to do things which lead to growth. The case for the 
superiority of individual freedom in economic matters rests on the 
belief that the chief has no superior source of knowledge, and that 
individuals seeking in many directions arc more likely to discover 
open doors than a chief with a monopoly of manoeuvre. As we shall 
see 111 a moment, thi^ belief is true enough in advanced sodietics, but 
it is not so obviously true of backwaid societies, which can grow 
simply by modelling themselves on the more dynamic features of the 
more advanced. Hence, given a government which has set itself to 
promote economic growth, and which has a reasonably competent 
understanding of the issues involved, a backward society on an 
autboritai ian basis is almost certain to grow more rapidly than a 
backward society on an individualistic basis, I'iic rub is in the 
provisos; governments can be intelhgcnt, and they can be author- 
itarian, and they can have the interests of the common people 
primal ily at heart; but to find these three features in combination 
seems to be the exception rather than the rule. 

These considerations are more relevant to the current controversy 
about ‘planning’ than they arc to the controversy about the opera- 
tion of industry by public rather than private enterprise. These two 
issues arc often confused in popular discussion, but they are quite 
separate. There can be centrally planned private or public economies; 
and a public enterprise economy can just as well be planned or un- 
planned. We say first of all a few words about public operation of 
industry, and then turn to the issue of planning. 

The controversy between private and public operation of industries 
ranges over a great number of issues, most of which do not concern 
our present purpose. Much of the controversy is concerned with 
effects upon the distribution of income, in which this book is not 



ECONOMIC INSTITUTIONS 


81 


directly interested, the argument being whether state employees 
would absorb a larger part of the national income than private 
profit-making entrepreneurs. Another part of the controversy con- 
cerns the effects on individual liberty — on the freedom of the worker 
or of the consumer, or on political freedoms, in a society where 
property and initiative are concentrated in the hands of the state. 
Our present concern is only that part of the controversy which relates 
to effects on economic growth. 

This resolves itself into questions of incentives and of access to 
resources. The entrepreneur, whether private individual or public 
official, must have the incentive to seek out ways of reducing cost, or 
of giving the public better service by introducing new or better com- 
modities, or by improving distribution or service. He must also have 
access to labour, to capital and to materials; that is to say, he must 
not have too much difficulty in finding a backer who will provide 
the capital, or in persuading authorities of one kind or another to 
let him have the labour and materials which he requires. 

In so far as it is a question of incentives, the private enterprise 
system relies, in the first instance, upon the lure of private profit. This 
incentive, however, operates more in small firms than it does in the 
large corporation, where entrepreneurship is exercised by directors 
and salaried managers whose remuneration in these days is not 
closely linked with profit, Entrepreneurship in large private corpora- 
tions depends on much the same incentives as entrepreneurship in 
public corporations ; in either case there may be a small bonus varying 
with profits, but the major incentives are ambition, desire to do one's 
job well, desire for prom->tion to a higher salary, and desire for 
recognition. Hence, as far as incentives are concerned, there is 
probably not mucli to choose betw'een private and public enterprise 
in the sphere of large scale industry. There is much more to choose in 
small scale activities. The majority of small scale enterprises— the 
shops, the farms, the restaurants, the small factories, the professional 
services — arc doing a routine job under routine management of men 
whose abilities are not above the average, and whose ambitious are 
not sufficiently strong to drive them to ever unproved performance, 
if there were not also material incenti\es and the fear of bankruptcy. 
If private enterprise were entirely pu hibited it is possible that the 
large enterprises could continue to maintain efficiency and drive, but 
it is highly probable that the smallei enterprises— which in any 
country account for more than half of industrial, commercial and 
agricultural employment — would sink to a pretty low level of 
efficiency. 

Much the same distinction between large and small enterprises 
also applies to the question of access. In any system, private or public. 
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it is easier for large enteiprises to raise the capital they need than for 
small enterprises. This difference would probably be increased if 
capital were available only from a state agency, because the political 
and other strength of large enterprises would make it easier for them 
to insist on getting the capital they required. The same strength 
might also give them more monopolistic power, to intrigue for 
capital and other resources to be denied to new and smaller rival 
industries or establishments or commodities. The small enterprises, 
and especially those which were anxious n experiment with untried 
ideas — new commodities, new inventions and so on —would probably 
find it even more diflicuit to get the necessary backing than they do 
in a system of private enterprise. 

Much depends on how widely diffused is the control of resources. 
If no capital, labour, or materials can be obtained without a permit 
from a central authority, entrepreneurs have little room for man- 
oeuvre, whether in a private enterprise system or in a system of 
public ownership. The centrally planned economy, whether private 
or public, is then driven in ducUions detennined by the plan- 
ners. Such an economy is supcrioi 1o an unplanned economy in 
attaining a specific objective, since unplanned economies have no 
specific objectives. A planned economy is better at prodtfcmg ilie 
sinews of war, and this is why all economics come to be highly 
planned in time of war. A planned economy is also bain at imposing 
a high level of capital formation; or at creating a large industnal 
sector; or at any other single objective which planners set them- 
selves — whether it be irrigating deserts, or building houses, or svhat- 
ever it may be. Where the planned economy is infcnor to the un- 
planned is if there is no single objective towards which effort must be 
concentrated. For then the judgement of individual entrepreneurs is 
as good as or superior to the judgement of the planners at the centre; 
there is no single direction in which the economy should go; and it is 
therefore best to leave each person free to make the best use of the 
resources available to him in the circumstances in wluch he finds 
himself. This applies equally whether the entrepreneurs arc private 
persons or public officials. An economy in which all industrial 
capital IS owned by the state need not for that reason alone also be a 
centrally planned economy; for the state can decide to confine its 
functions to those of a shareholder, and to leave its officials free to 
produce what they like, with what resources they can, subject only 
to the test of prr^fitability in the maiket. hven if it is the sok source of 
capital, it may distribute capital through a multiplicity of agencies 
competing with each other, instead of through a single central con- 
trol; so that the firm in search of capital may have several chances of 
getting ii. Plmning and public owncrsliip are not the same thing; 
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the world has had both unplanned public enterprise and also 
strictly planned private enterprise. 

A corollary of the distinction between having a single objective 
and having no objective, or a multiplicity of objectives, is that 
planning is less harmful in countries which merely follow the leader- 
ship of others than it would be in countries which pioneer. In ad- 
vanced industrial countries like Britain or the United States, nobody 
knows what the pattern of the economy will be or ought to be in 
fifty years’ time; what new goods will dominate the market which 
have not yet even been invented; what new modes of transport will 
be important; what the shops will be like; and so on. if such econo- 
mies were now put into the strait-jacket of central planning, and 
authority given to a small group of persons in a central office to 
decide what developments to encourage or to suppress, wc can be 
fairly confident that growth would be retarded. That is to say, wc 
cannot by any means be confident that output will not rise faster, 
since capital formation may be greater, but we can be confident that 
there will not be so many new goods or so man> changes in the 
patterns of production and consumption. There may be more of the 
old, but there will be less of the new. The situation is very different if 
a backward country is merely following in the lead of the pioneers, 
ten or fifty or a hundred years after the pioneers have shown wh^t is 
worth doing. Even in these arcunistanccs strict central control may 
Hamper those adjustments which are always necessary as techniques 
and institutions are transferred from one environment to another. 
But it IS not as easy for the planners to go wrong as it is in the 
pioneering countnes. beca»»*>e they have models which they can copy. 

Much depends also on how much the parliculai community has 
learnt of the art of public administration. Most governments are, and 
always have been, corrupt and ineffittcnt. The art of creating a public 
service relatively free t'n m corruption, relatively efheient, and fairly 
anxious to maintain high standards in these matters, lias been learnt 
only slowly, and only in a few countnes. I fence in most countries of 
the world economic growth would certainly be impossible if the 
adoption of public ownership or of central pla onuig were to put into 
the hands of present administrations the entire responsibility for 
economic affai/s. In countnes when govcKiment is corrupt and 
inefficient, laissez faire, laisscz passer is the best recipe for economic 
growth. It IS only as an efficient administration is built up that the 
relative merits of private enterpnse and of public ownership or 
control merit serious debate. 

In practice tl ' real problem is not to choose between private 
initiative on the one hand and government action— whether planning 
or nationalization — on the other, but rather to combine these two in 
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the most fruitful proportions. Arguments for or against planning in 
general, or for or against public operation of industry in general are 
a hangover from the nineteenth century. In practice it is also clear that 
the role of governments in economic development is and ought to be 
much greater now than it has been in the past, if only because of the 
greater rate of growth which has now come to be generally expected. 
Much which developed only slowly over the centuries through 
individual effort in the countries which have pioneered in material 
advancement, may now be expected to happen in as many decades 
under government auspices in the more backward countries which 
have now started to tread the same road. The role of government in 
economic life is growing, and will continue to grow for some time yet. 
The problems which this creates \\e shall leave for more detailed 
consideration in Chapter VII. 

(^) Vertical Mobility 

Economic growth is usually associated ^Mlll a high degree of 
vertical mobility, upward and downvvard. There are several reasons 
for this. 

In the first place, if the upper classes- -in business, government, 
science, and other spheres— are not continually refreshed frdm below, 
they degenerate, both biologically and culturally. Biological degen- 
eration takes place because if a thousand intelligent men have a 
thousand sons, the sons will not all be intelligent. If we assume that 
at some point in the community’s history a biologically superior 
group has taken over the upper class positions, and if this group 
henceforward never allows descendants of any but the original mem- 
bers to hold these positions, then wc may fairly confidently expect a 
decline of biological vigour. A healthy upper class, biologically, is 
one which allows its weaker members to fall into the lower classes, 
and which in each generation recruits the more successful members 
of the lower classes into its own ranks. Similarly, it is necessary to 
have cultural fertilization. A closed upper class, based on family, 
usually tends to go in for some form of ancestor worship. Old ways 
of doing things become sacred, and there is too much looking back- 
wards for success in a changing world. This is less likely to happen if 
there is constant recruknient of people who have no past to look back 
on, or who are anxious to forget their past. 

The case for recruitment from below, in the interests of growth, 
must not be confused with arguments for equality. There are always 
superior and inferior social classes, in the sense that there are always 
in any community, whether it be capitalist, socialist or communist, 
people set in authority over othei people, whether in business, or in 
government, or in religion, or else. The point we are discussing is not 
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whether these divisions should disappear, for there is no doubt that 
growth would cease in a community if authority ceased; but what is 
the effect on growth of recruiting for superior positions by birth or 
by other tests. Again, those who are to exercise authority need special 
training for the purpose. They get longer education than the rest, and 
more privileges both during their training and afterwards. Some nch 
communities may be able to afford to give a long and expensive 
education to all children, but most communities cannot afford this, 
and so discriminate; the question is then who is to get the privileged 
education — whether the choice should depend upon birth or upon 
other tests. 

If children could be selected for leadership solely on the basis of 
their biological inheritance, by intelligence tests and in other ways, 
no case at all could be made for associating growth with privileges of 
family status. The fart is, however, that a man s qualities depend also 
to a large extent on what he learns from his culture. Some part of this 
he learns in school, and in othei institutions not connected with his 
family, but he also learns a good deal Irom his parents, and it does 
matter who his parents are. Wc can see this most clearl> if the culture 
of the ruling class is quite different fiom that of the ruled. For 
example, in the West Indies in the nineteenth century the culture of 
the while ruling classes was quite different from that of the newly 
emancipated black slaves. I'he whites argued that all p('Sitions of 
importance should be reserved to Iheir children, who had been 
brought up in their culture, and asserted that the islands w'oald soon 
revert to barbarism it black people were allowed into positions of 
responsibility, howevci high their biological endowment might be, 
because of their inferior cultural inheritance. Nineteenth ccntuiy 
white culture in the West Indies was not, as it happens, at a high 
level; it was generaU> despised by Er.glishmen for its immoiality, and 
its lack of artistic achievement; and iis backward lethniques and lack 
of progressive business sense have bequeathed continuing poverty to 
the islands. All the same, it was superior to the black culture of the 
time, and the islands would probably have been even more backward 
today if universal adult suffrage had been tsiablished in 1838. The 
point at issue, however, is not equality, but the system of recruitment 
for privilege. II there could have been devi^d some system for re- 
cruiting the more intelligent blacks and giving them special training 
for thair responsibilities it is not by any means clear that they would 
not have governed the islands better than they were actually governed. 
This policy was pursued by the Ottoman rulers, who recruited young 
Christian boys d trained them as Moslems for the major positions 
of responsibility; and most historians attribute the vigour of the 
Empire partly to this system. The French, also, have pursued similar 
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policies in parts of their African Empire, training selected Africans 
in French culture, and opening to them the highest posts. We may 
therefore conclude that, even when the culture of the ruled is quite 
different from that of the rulers, there may yet be advantage in 
opening the highest posts to the children of the ruled, provided that 
they get special training. It follows all the more that if we are 
dealing with homogeneous communities, where the cultural traditions 
of all the social classes arc much the same, there is a case for restrict- 
ing superior positions to people of supen n training, but there is no 
case for restneting them to people of ‘superior' birth. 

When we say that the upper classes will degenerate if not refreshed 
from below, we are assuming that the upper classes are restricting 
recruitment to their own children. They may. however, be drawing a 
line which allows themselves considerable scope. For example, the 
white population of the Union of South Africa is about twenty 
per cent of the whole. If, therefore, supenor positions are open only 
to whites, there is still considerable choice, providing that all the two 
million whites are eligible. Such a group can probably maintain its 
vigour indefinitely, new families coming lo the top in each generation 
while others make way for them In contrast the whites of the West 
Indies, who constitute less than three per cent of the pitpiilation, 
could not possibly have maintained a vigorous monopoly of leader- 
ship, even if they had begun with superior biological endowment, 
since when one family produces duds there is no oihei family rising 
up out of obscurity to take its place. 

Alternatively, a small ruling clique may well maintain itself by 
immigration. In the extreme case such as those British colonies which 
are ruled but not settled, the ruling class is recruited afresh in each 
generation by immigration, and can remain vigorous so long as it 
can attract vigorous immigrants. 

Subject to these qualifications we conclude that growth cannot be 
maintained through several generations if positions of responsibility 
are open only to members of a limited number of families. This is so 
even if the families are the best, from the point of view of growth, 
when they assume power. The position is even worse if these families 
are of poor biological endowment, or alternatively if their cultural 
traditions are not compatible with growth. It is often the case that 
the traditions of the upper classes arc not compatible with economic 
growth. The top class in society tends to despise many things on which 
growth depends. It may despise work and the economi..ing spirit, 
giving its time instead to hunting, shooting, and dancing, and living 
on its rents and dividends; it may despise learning, science and new 
techniques; and it may even despise merit, preferring birth. If 
superior pos.tions may be filled only by persons raised in such 
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traditions, growth will not take place Yet such are the traditions of 
the aiistocracy in most pre-capitalist societies 
This brings us to the point that economic growth may require the 
displacement of the existing ruling class, and its replacement by 
another The existing ruling class may be incompatible with growth 
because of its outlook and traditions Or it may be incompatible 
because the bases of its economic power aie due to be destroyed 
Growth sometimes strengthens the existing bases, but it may also 
weaken them We can set this dearly where the exi:»tmg ruhng class 
derives its wealth from land oi liom serfdom Economic develop- 
ment may raise the value ot land or it may reduce the value of land. 
The existing ruling ciass has no need to frustrate developments which 
will raise land values— sndi as working laud for mmeials, or putting 
m irngauon schemes, or making the aiea info a playground for rich 
tourists Bui the exr ting class may be expected to frustrate plans for 
attracting labour awav fiom the land into faUones, or for reducing 
tanfT barners to the importation ot cheap food, o** for spreading 
education among iht people (which usually makes them dissatished 
with the >ta(us quo) 11 tne opportunities for growlh happen to be 
suv.h That thc^ would i educe the wealth of the existing ruling class, 
this class will not be to the i jrclront in exploiting thun and will more 
pionably be to tl e foieirom ui trying to prevent their exploitation 
C!row<»-‘ will then depend upon tlie emergence of a new g’^oup, and 
there will be a struggle for power between this group and the old 
group struggling for power tc aUer laws, or tanlTs or systems of 
education, or systems of behet t f otUr ways of living 
Because the developn^nt of new tsoes ot economic activity is so 
often pioneered bv a p«ing soci u class histonans have always to look 
closclv at class sli ucture and ( ^ass mobi ity when examining periods of 
rapid cconvimic chinge Nc siniph cm in al pattern cmeiges, how- 
ever If om. contrasts Britain and Kussia n t'lt eghuertb century, 
much emphasis c?n be laid upc»n the relative Is more ‘open’ «-ocicty 
of Britain wtiich gas e to merchants and industnahsts greater Ireedora 
of manoeuvre, and greater social status ms a ms the landed 
anstociacy than the commercial classes had ip Russia But it one 
contrasts nineteenth century Chin'» and Japan it is not eisy to 
establish that Japanese society was riore ^pen in this sense than 
Chinese society fl ere were some differences in the status and 
oppoGtunitics of the comn‘crciaI classes in tlic two countries, but the 
differences were not g*‘cat enough to account for the differences in 
development ip the last third of the century li the Japanese case is 
contrasted wiU the Bntish, one observes that instead ot a slow 
growth of the commercial classes through the centuries, to eventual 
domination, there is a revolutionary outburst by a lesser branch of 
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the aristocracy, which takes the commercial classes under its wing 
only after it has successfully made its revolution. This emphasizes that 
social changes which have economic consequences are not always 
made by the commercial classes — the respective roles of nationalist 
leaders and of commercial leaders in the contemporary anti-imperial- 
ists movements also stress the same point (see section 5(a) below); but 
it leaves untouched our main point, which is that it is easier for 
new economic classes to develop in an open than in a closed 
society. 

Again, economic growth creates or expands the middle classes, 
mainly by recruitment from below, and is not to be expected in 
societies which place obstacles in the way of upward mobility. The 
middle classes grow because growth involves more use of knowledge 
in production, and greater co-ordination of resources. The accumu- 
lation and application of knowledge makes it necessary to have an 
increasing proportion of skilled persons in production --of engineers 
of all grades, of scientists and generally of people with several years 
of education and training — and a rising standard of life also creates 
demands for skilled services, for dentists, teachers, musicians and 
other purveyors of service. Growth also requires greater co-ordina- 
tion because it is associated with greater specialization and with an 
increase in the skills of production; consequently it is necessary to 
have more foremen, more accountants, more managers and generally 
more people in supervisory positions. One of Karl Marx’s most 
striking prophecies was that economic growth would be associated 
with the emergence of an ever widening gap betw^ecn the capitalist 
employer and the worker, but exactly the opposite has happened, 
and we can see why it has happened. Karl Marx thought that social 
stratification depended entirely upon the distribution of ownership of 
the means of production, but we can see that the rise of the middle 
classes has followed from the accumulation of technical knowledge 
and from specialization, co-ordination and the increased scale of 
operations — factors which are independent of the ownership of the 
means of production, and which, operate equally in capitalist, social- 
ist or other patterns of ownership. 

We cannot therefore expect vigorous economic growth to occur in 
communities where soc^l mobility is prevented by slavery, by caste, 
by race barriers, by social snobbery, by religious differentiation or 
the like — unless the privileged group is large relatively to the \v^hole, 
or refreshes itself continually by immigration. And, in any case, even 
if the privileged group remains vigorous and enterprising, the com- 
munity as a whole must lose because it is depriving itself of using the 
talents of members of the lower classes. Other things being equal, a 
community v hich is free from barriers to mobility must show more 
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rapid growth than a community which denies opportunity to the 
majority of its members. 

In practice, the more 'sensible* aristocracies allow as much vertical 
mobility as is necessary for vigour, even when they are careful not to 
allow any more than this. Any class includes in its membership people 
of superior, of average and of inferior talent. The ‘sensible* aristocracy 
permits people of superior talents to rise, and people of inferior 
talents to fall. This is all that the maintenance of its vigour requires. 
At the same time it protects its own average members against the 
average members of the lower classes. The class stiucturc of society 
is thus upheld, since people of average talent in the lower classes are 
not allowed to displace people of average talent in the upper classes; 
while at the same time the aristocracy is continually refreshed. Since 
only a little vertical mobility is needed to keep the upp«.r classes 
vigorous, a class structure and economic growth are not incompatible, 
provided that this minimum of mobility is allowed. At the same time, 
social peace is easier to maintain if it is clear that the most clever 
Jews or Negroes or working class boys will not be prevented from 
reaching the highest rungs of the ladder, even though they are only a 
negligible proportion of their class, and even though the great 
majority of average people in their class are kept firmly ‘in their place*. 
Nevertheless however ‘sensible’ the aristocracy may be in tolerating 
these exceptions, a community must be depriving itself of opportu- 
nities for growth if it restricts the opportunities for vertical mobility. 

One partial exception to this generalization is worth noting. In 
some circumstances discrimination against a group may cause that 
gi oup to show vigorous development in directions other than those 
which interest the ruling class. Thus if the ruling class despises 
economic activity, and at the same time prevents some other group 
from expressing itself in the activities which the ruling class honours 
— such as the military professions, government, and the church — 
the despised group may cultivate instead the opportunities for econo- 
mic activity, and may distinguish itself in this way. The position of 
the Jews in Western Europe springs at once to mind ; they concen- 
trated on money making in the days when this way of life was des- 
pised, and was almost the only one open to them. If discrimination 
against Jews disappeared, and Jews could^distinguish themselves 
without hindrance in the professions, in science, in agriculture, in the 
milita^ forces, and in all the more ‘respectable’ ways of life, they 
would probably cease to be better at making money than most other 
groups, and by reaction, might well grow to despise* this way of life, 
and become incr>t at it. Similarly in India the Parsees, being in- 
eligible, because of their religion, for joining the governing classes, 
concentrated on economic activity, and became more expert at it 
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than their hosts. This is a development we expect to see in small 
immigrant groups who, because of their religion or their race or some 
other difference merge neither with the upper nor with the lower 
classes, and concentrate on making a living for themselves— the 
Chinese in South-East Asia arc another well known example. We 
shall have more to say about immigrants and their problems in 
Chapter VI. 

(c) Freedom of Markets 

Economic growth requires that men should be free to hire re- 
sources. and to enter trades — whether on private account or as public 
servants being a separate issue, which we have already considr red in 
section 3{a) above. Here we discuss first difliculties w the way of 
access to resources, and secondly difficulties of access lo markets. 

By access to resources we mean that the entrepreneur should be 
able to buy, borrow, or hire factors of production, since if a person 
may use only his own labour, land and capital, the economies of 
specialization and of large scale enterprise are excluded. In this 
section we shall not say anything about capital, beyond noting that 
growth must be restricted if religion or custom frowns upon the lend- 
ing of money at interest; institutional problems of cd^ital are 
reserved to Chapter V, We discuss in this section riic tv 

of land and of labour . 

There must be access to land. It is not always necessary to be able 
to buy land freehold, but at least it must be poss^Me tf‘ n secure 
lease with long tenure, especially if tiie enterprise 
durable investment in the land, in the form of building: or irrigation 
works or mining tunnels or other forms. Movt systems of ipoc tenure 
provide access to land, though usually wi?h resinctiorK^, Ihus, land 
may be denied de jure or de facto tc individuals and allovved only to 
collectives, as may be the case in U.S.S.R. Or it may lk, denied to 
‘strangers’, i.c. to immigrants, or to members of some particeJar race 
or creed, or, as in parts of India, to *rion-agriculturisfj ‘ (a measure 
aimed at preventing moneylenders from buying out tiie farmers). 
There may also be restrictions on the uses to which land irsay be put, 
especially in these days of the geographical zoning of land use, under 
the name of ‘town and country planning’. Or there may be restrictions 
on tenure; in some countries land cannot be bought freehold, but can 
only be leased ; and the leases may not give sufficient security oftenure 
to justify making some kinds of long term investment. Difficulties 
also arise if there is uncertainty as to the ownership of land : modern 
countries have cadastral surveys and land registers, but there arc 
many places where a person wlio purchases land may be harassed by 
litigation about the boundaries or about the title of those from whom 
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he bought. Clarification of titles is a necessary step in economic 
growth. 

Though most systems provide that the owners of land can part with 
it if they desire to do so, communities nevertheless differ in their 
willingness to sell or to rent land. Ownership of land is frequently 
tied up with pride of family, and the latter may cause people to be 
unwilling to part with land which has been in their family for 
generations, and in which, sometimes, their ancestors arc buried. 
Land ownership is also tied up with social and political status, so that 
some people regard land not primarily as a means of production, or 
as a source of wealth, but as a mark of status, and as something to be 
held on to even at a substantial cost of annual inconjc. Such con- 
siderations are probably most powerful in countries where land 
is very unequally distributed, c.g. where all the land belongs to a 
small aristocracy; is usually much easier to buy or rent la^id m 
countries where ownership is widely diffused. The attachment of 
familiar or political senuments to land ownership reduces the 
mobility of land as a resource, and restricts economic growth. The 
existence of such sentiments has caused some governments to take 
powers to effect the compulsory sale of land, as for public pui poses 
or for railways, or for transforming large estates into small farms or 
vice versa: or powers to etleci the compulsory exchange of land, in 
consolidation schemes oi in town planning schemes. There is 
probably no countiy in the world where land is bought and sold 
solely fur its value as a factor of production, and no country where 
iion-economic factors do not frustrate schemes which would other- 
wise increase output. 

Access to land mav also be denied in the social mtcicst, where the 
effect ol' easy access would be to dimmish natural resources. Some 
uses of land inevitably diminish natural resources. Of these the most 
important is mining; olher examples are the building of aerodromes 
on feitilc soil, or the erection of ugly structures in places where they 
spoil the view. Some olher uses of land may but need not be destruc- 
tive; agricultuie cati be done in ways which maintain soil fertility, 
and the cutting of timber can be done without destruction of forests; 
but users have not always the interest, or the sense, or the forethought 
to adopt the methods of conservation. It is fiot always in the public 
interest to deny access on these grounds. For example, it may be m 
the public interest to extract minerals, and to use the proceeds for 
creating other resouices (including schools); or it may be more 
useful to have an aerodrome than to have its equivalent in cultivated 
land. But denial on these grounds is not necessarily incompatible 
with growth. On the contrary the control of land use may be funda- 
mental to growth, since many communities have come to grief for no 
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better reason than that they have wasted their natural resources, 
perhaps by exhausting the soil, or by destroying their forests, or by 
working out their minerals without reinvesting the proceeds in 
creating other assets. (See Chapter VI, section \{b ) .) 

From land we turn to access to labour. If the economies of large 
scale production are to be enjoyed, it is necessary to be able to 
organize large numbers of workers under central control, whether in 
collective, in state or in private enterprises. And, because growth 
involves change, it is also necessary that hbour should be mobile, 
leaving some enterprises and joining others. In authoritarian societies 
this mobility can be enforced by issuing administrative orders telling 
workers where they must work; even democratic societies resort to 
such compulsions in wartime, in peace time however, democratic 
societies rely on market processes; surplus labour is dismissed, and 
enterprises which want labour bid for it by offering wages. 

In practice, labour is mobile only in so far as it is dependent on wage 
employment. It is very hard to get labour in a community where 
everybody has all the land he needs to satisfy his requirements. Hence 
one of the conditions of economic growth is the creation of a landless 
class. This may be done by depriving the farmers of land, as was to 
some extent the effect of the enclosure movement in Britain ; Sr it may 
result from overpopulation. It is not a phenomenon confined to 
capitalism. Any system which is based on large scale organization, 
and which provides for change, must depend on a wage earning class, 
or economic growth would be impossible. In any case a high income 
per head and a population of w'hich the majority are wedded to the 
soil are not compatible with each other on the side of the demand for 
labour, no less than on the side of supply. For a high income per head 
is associated with spending only a small proportion of income on 
food ; or to put it differently, is associated with only a small propor- 
tion of the population being required on the land. In an efficient 
country like the U.S.A. the whole population can be fed if one-sixth 
of the population engages in agriculture. Even if a country makes its 
living by exporting agricultural products in exchange for manu- 
factures, it will, at currently high standards of efficiency, require not 
more than one-third of its people in agriculture. Protest against the 
separation of the pcopleifrom the soil has been a fruitful source both 
of political agitation and also of nostalgic poetic sentiments, but to 
the economic eye a community which needs to have the majority of 
its people working on the land is merely demonstrating its inefficiency. 
It must, however, be remembered that much of the protest against the 
separation of people from the land has been against compulsory pro- 
letarianization. If Africans are driven out of their reserves by high 
taxation to n!ake them work in mines, there may be an enormous 
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increase in output, by any means of measuring output; and yet the 
majority of the people may be much worse off, their lands uncultiva- 
ted, their wives and children left lonely and hungry for most of the 
year, and their tribal organization, with its ethical code, seriously 
disturbed. As we emphasize in the Appendix, growth ot output is not 
synonymous with growth of happiness or with welfare. Fortunately 
they are also not always antagonistic. 

Access to labour is restricted not only by widespread ownership of 
land but also by institutions which tie people to particular occupa- 
tions or employers, such as slavery, serfdom, caste, racial prejudice, 
or religious discrimination; and by institutions which deprive the 
individual of the incentive to seek remunerative employment, such 
as the extended family system, or generous social security provisions. 
All such institutions reduce the mobility of labour, and make it less 
easy for new firms or new industries to establish themselves and to 
grow. This is why the piomoters of new industries whether they be 
governments or private persons, are usually hostile to such institu- 
tions. The serfs’ best friend is always the employer, in a new industry 
who cannot get the labour he wants: the status of Negroes in the 
bnion of South Africa or in the southern states of the U S.A. would 
be raised faster by a lapid growth of factoiy industries in those places 
than it could be raised by any other means. And this also is one of the 
reasons why there are always powerful classes opposed to economic 
growth, since it threatens to cut off the branch on winch they 

In the early days of capitalism access to labour was nol regulated 
by the state ; employers and workmen w'ere free to contract on any 
terms they pleased, short of slavery or its imitations. In these days, 
however, the contract to work is ringed with restrictions. Ihe state 
forbids certain contracts, such as the employment of children, or the 
employment of women in mines. In some countries it stipulates 
maximum hours, or minimum wages. It rnav regulate apprenticeship. 
It protects the rights of trade unions; and so on Some of its pro- 
hibitions restiict economic growth, but they are not, of course, 
necessarily bad because they do so. 

We turn now to consider access to tnf consumer. Fconomic 
growth requires that men who have new ideas should be free to put 
them into effect, even though they may thereby do damage to their 
competitors. Growth requires freedom to compete; at the same time 
growth can be so damaging to competitors that it stimulates efforts 
to suppress competition. When we say that men should be free to put 
their ideas into effect we confine ourselves to ideas which increase 
competition; u^jas for restraining competition, such as exclusive 
contracts, or market sharing arrangements are damaging to growth 
in so far as growth depends on competition. 
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The competition of new ideas — new products, new methods of 
production or distribution, new styles, new sources of supply — 
damages those whose fortunes are tied up with the old, and whose 
resources are ‘immobile', in the sense that they cannot easily be 
adapted to the new ideas, or that they cannot be moved into some 
other occupation or trade without loss. Most resources are immobile 
in this sense. Labour is immobile as soon as it acquires a special 
skill; it may remain mobile between several industries while losing 
mobility as bet\\een occupations. So als ' land and reproducible 
capital are immobile in greater or less degree. Hence all men have 
some interest in restricting competition; our ‘instinct’ to compete 
with others has a counterpart ‘instinct’ to prevent others from com- 
peting with us. In the world of labour this reveals itself in the restric- 
tive practices enforced by group sanctions— in the restrictive appren- 
ticeship regulations of trade unions and professional associations; 
in resistance to ‘dilution’ and insistence on passing prescribed tests, 
which are sometimes necessary in the public interest, and sometimes 
not; in making' it expensive to acquire skills; in rigul demarcations 
of jobs, as in the building trade, or m the line drawn between dentists 
and dental mechanics; and even, in some circumstances, in actual 
destruction of machinery and in murder or intimidation df rivals. 
Similarly, in the world of business, there are the market sharing 
arrangements, the price agreements, the amalgamations, the ex- 
clusive licences, and all the other tricks designed to reduce the 
market to ‘order’. 

Now though it is true that economic growth, by causing change, 
stimulates resistance to competition, it is probably nevertheless also 
true that competition is more acceptable in communities the more 
rapidly tliey are expanding. This is partly because loss is more easily 
avoided in expanding than in stagnant societies. If a person over- 
invests in an industry he will have to endure loss for some lime, but, 
if thcie is a secular growth of income, demand will catch up with 
supply, and the period of loss will be the shorter the moie rapidly 
income grows. Again, if a person becomes unemployed in one indus- 
try because of technological change lie will gain employment else- 
where the more easily if a general expansion of the economy is taking 
place all the time. So, while growth shakes people up more, and re- 
duces the chance of staying in one place, it also at the same lime 
creates so many new opportunities all the time that it seeiRS less 
necessary to rely on monopolistic protections in growing than in 
relatively stable societies. Moreover, in societies where economic 
growth is taking place, the harm done by monopolies is more obvious, 
and there is ereater resistance to them. Hence the public at large is 
more favourable to the idea of competition, and towards deliberate 
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efforts by the state to protect competition, if the community is 
where economic growth is rapid, than if there is relative stagna- 
tion. 

The harm done by monopolies is more obvious in the sphere of 
economic growth than it is in other economic spheres. Most of the 
economists’ writing on monopoly is about an abstruse topic the 
significance of which does not intrude itself obviously upon the public 
at large; for the economists’ literature js concerned mainly with the 
effect of monopoly upon ‘general welfare* by frustrating the ‘mar- 
ginal’ proporticnalities which ‘I'Ughr to determine the allocation of 
resources. The general public understands better, and is more in- 
terested in, the effeci of monopoly on The distribution of income, a 
subject which it is not easy to separate from personal preferences f^or 
the individuals who suffer from monopoly, as compared with those 
who gain. Hence, if monopoly has to be discussed without reference 
to economic growth, the discussion is either abstruse and without 
meaning for the general public, or else it is real but incapable of 
solution except in terms of preferences for one group of people rather 
than another. Thus, according to personal inclinations, some people 
are for workers* monopolies, but against business men’s monopolies; 
for retail traders’ monopolies, but against manufacturers* mono- 
polies; for farmers’ monopolies, but against industrialists* monopo- 
lies; for booksellers’ monopolies, but against doctors’ monopolies; 
and so OIL If the public has an attitude towards monopol.v, it is 
probably merely that it is for good monopolies and against bad ones. 
The ntwest translation of this seems to be that it favours monopolies 
of the weak, and not of the strong; though this is not always con- 
sistent with the rival translation which makes the public also favour 
monopolies of the efficient but not of the inefficient. 

On the other hand, however diver i»e may be the attitudes to mono- 
poly and its effect on the distribution of income, most people in a 
society which is used to economic growth would agree that monopolies 
are good in so far as they promote grow th, and are bad in so far as 
they restrict growth. The reason for this is that the prospects opened 
up by growth are generally believed by mos» ^Tcople who are accus- 
tomed to growth to be more important than the prospects opened up 
by redistributing national income. If Licome^er head is growing by 
two per cent per annum, everyone can be twenty-two per cent better 
off in.ten years, and this much exceeds any conceivable redistribu- 
tion of income between classes, in the absence of economic growth. 
When we take account also of the fact that economic expansion itself 
also insures inu^ iduals against serious loss from competition, it is 
easy to see why competition is more favourably accepted in expanding 
than it is in stagnant societies. 
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This is not to say that monopoly is necessarily considered to be 
incompatible with economic growth. On the contrary, from the 
Mercantilist writers onwards, the most cogent supporters of mono- 
poly have been those who have argued for it on the ground of its 
necessary part in economic expansion. Their argument has also been 
the more cogent because of its deliberate limitations. Their case for 
monopoly is twofold. First, that it is necessary to the efficient 
functioning of certain large scale operations. And secondly that it is 
necessary in some early stages of development. 

If an industry is such that average costs of operation fall as output 
increases, up to the limits of what the market will absorb, because of 
economies internal to the firm, then it is cheaper to have one firm than 
several. This is not always a decisive argument for monopoly. For on 
the other side, we must take into account the fact that the existence of 
monopoly frequently stifles initiative and enterprise. So if the 
economies of scale are not substantial, it may well be cheaper in 
the long run to insist on competition, where competition is feasible, 
than to purchase temporary economy at the cost of ultimate stagna- 
tion behind the protection of monopoly. Balancing the pros and cons 
is a matter of judgement in each case. 

If there are substantial economies of scale, monopoly wilf often be 
created by the competitive process. For the bigger firms will be able to 
drive the smaller out of the market, except in so far as the smaller 
specialize in types of the commodity or types of service for which 
there is a limited market. There are, however, cases where it is 
cheaper to have only one firm right from the start, as in planning the 
distribution of gas or electricity or w'ater. There are also cases where 
the competitive process is brought to an end not by the emergence of a 
single large firm, but by agreement between two or more firms to 
cease competing with each other. Such agreements sometimes result 
in lower costs of production or distribution, but this is seldom either 
their main purpose or their main effect ; their main purpose and effect 
being merely by raising prices, to redistribute income from consumers 
towards producers. These agreements do reduce costs in some cases, 
most notably when they result in standardization or in simplification. 
For sometimes in the absence of such agreements a firm will manu- 
facture its commodity tfn a wide range of sizes or styles to ensure its 
standing in the market. The agreement may provide for each firm 
to specialize on a narrow range of styles, thus reducing cos^sof pro- 
duction ; it may even also achieve a reduction in the total number of 
styles offered on the market; and it may sometimes, by sharing the 
market geographically, also reduce costs of marketing and of 
transportation. Agreements which aim at reducing costs and prices 
are the exception rather than the rule, but they do exist. 
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Another aspect of the advantages of large si/c is found in the 
argument that monopolies are essential to growth because only 
monopolies can afford to spend the large sums needed for research 
and development in these days. This argument has various strands, 
which have to be separated. In the first place, it is not true that all 
innovations require large expenditures. There is still a good deal of 
old-style application of ingenuity and adaptation by persons using 
quite small resources, and still a good deal of innovation by small 
firms. The costly discoveries are those which depend upon team work 
by highly trained chemists or physicists, and have therefore been most 
obvious in the chemical and the electrical engineering industries. 
Some other industries, such as steel manufacture, also have scope for 
the highly trained team, but in most other industries a mechanical 
flair and an ingenious and fertile mind are still the best equipment 
for invention. In thv second place, monopoly is not the sanjc as size. 
The cartel or market sharing type of monopolistic arrangement does 
not rest on the size of the individual firm, and seldom provides for 
joint research activity, it would therefore be more accurate to argue 
that m certain industnes some types of research cannot be financed 
by small oi medium sized lirm<i, so that the large firms in these 
industries may have an in«’ovating advant ige. And m the third place 
this advantage can to some extent be olfset i*' research is done ct)- 
operatively, or in government labora tones, as it is in some British 
manufacturing industries, and in the agriculture of most countries. 
It IS true that the outside research organization is not a complete sub- 
stitute for the research department inside the firm, which is in touch 
with the firm’s daily problems, and able to adapt itself to them. On 
the other hand it is not the daily problems which lequire expensive 
research, but the fundamental long term work dependent on ad- 
vancing the frontiers of science, ano this can be d(me just as well in 
co-operative or government laboratories, vith possibly the added 
advantage that results may be dilfuscd more quickly through the 
industry. Ihis is not, of course, to argue that research should be 
confined to laboratories working for the industry as a whole: on the 
contrary such laboratories are just as likely as the laboratories of the 
large firms to mi^s the more fruitfu' l.nes of enquiry. Wc are arguing 
only that the disadvantage of the ?>mall ftrms can be diminished 
through co-operative organization. Research cannot be adduced 
as aiT argument for monopoly since one of the surest ways of ending 
scientific progress would be to create a monopoly in research. (We 
discuss these problems more fully in Chapter IV, section 1(6).) 

We have not, however, completely disposed of the argument for 
size, because of the difference between research and development. It 
is true that group research can have the same results as are produced 
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by the laboratory of the large firm. But it is also true that when the 
development stage is reached, the advantage may be with the firm 
which can put out large sums in carrying the innovation to the stage 
of commercial exploitation. The ability to finance expensive innova- 
tions is one of the undeniable advantages of the large firm, as is the 
ability to enjoy large scale economies of production. Sometimes these 
advantages result in monopoly, and sometimes they could not be 
enjoyed without first creating monopoly conditions. It is occasionally 
true in some industries that monopoly prom">tes growth, in the ^ense 
that size promotes growth, and that size and monopoly arc related. 
But we must not exaggerate this into a general rule for all industries 
and situations. 

Apart from these questions of economies of scale, it may be 
desirable to protect a new industry in the early stages of its develop- 
ment, provided that the protection is removed wuhin a reasonably 
short period of years. This position first icccived 1^'gislative support 
in the Statute of Monopolies of 161^. In this statute after two 
generations of heated controversy, it cincted lhai state could 
accord protection to new in^'cntions, but that this protection must 
cease after a fixed penod ot years 1 o»s iv the oiign^ of our patent 
system. A new invcnT>o’t did not mc«.n ifiose da\s only Vhat it 
means lodi?) , it cowered also new industries ml reduced t»> the couotiy* 
from other countries, howevjTold and well established the techniques 
of the industry might be in other places. Hence the statute implicitly 
recognized what we now call the ‘infant industries’ argument, as well 
as the arguments which feature in current expi‘Siti<)ns of the patent 
controversy. 

Despite ccntuiics of disputation, nobody nas improved upon the 
position the legislators took in 1624, Some new ideas need protection 
because of the tost of making them comnercially profitable. This 
may be the cost of research, or of development; the cost ot training 
workers; or the cost of familiarizing the public with a new com- 
modity, And so governments have always been wilhng to grant 
protection to new induslnes, whether in the fonn of tariffs of licences, 
of subsidies, or of patents. In some circumstances it is possible to 
examine each claim on its mciits, and to adjust the type and duration 
of protection accordingly, as is being done at present in some under- 
developed counines which are giving encouragement to new manu- 
facturing industries. In other circumstances, and especially in dealing 
with the new ideas which claim patent protection in industrial 
countries, individual treatment is out of the question; the law 
specifies the same number of years of protection foi all cases, and 
leaves it to interested parties to determine in the courts what is and is 
not new. There is much to argue about in the details of patent legisla- 
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tion — how many years’ protection should be given, who should be 
protected, from what date the protection should run, and so on — but 
the basic principle, that some new ideas require limited monopolistic 
protection if they are to be developed at all, is generally accepted. 

It is also generally agreed that protection must be limited in time, or 
it will damage growth. This is based on the belief that men are more 
hkely to make and utilize new discoveries if they are under pressure 
to do so than if they are not. It is also based on the belief that new 
firms are more likely to introduce revolutionary ideas than old firms — 
partly because old firms find it hard to keep vigorous, and partly 
because old finns are committed, both materially and intellectually to 
old techniques, and are not so hkely to step out in quite new direc- 
tions which might destroy their existing capital. These beliefs, like 
most generalizations about human behaviour, are clearly subject to 
exceptions. Some monopolists are most vigorous in introducing in- 
novations, and some old firms do succeed in keeping remarkably 
young. All the same, a good proportion of innovation is done by new 
firms coming on to the market, and another good proportion of what 
the old firms do results from fear of losing in the competitive race. It 
is clear that the rale of innovation would be reduced if no new firms 
were ever allowed to enter the market. Freedom of entry is essential 
to economic growth, flcnce, while it is important to protect the new 
against the newer, Ji is equally important to protect the new against 
the old. Patent protection serves the first purpose. Constant review 
of patent legislation to prevent its abuse serves the second purpose. 
And there is also need fi'r general anti-monopoly legislation to pre- 
vent powerful firms, or combinations of firms, from using their 
power to deny new firms access to the market —by such devices as 
stop hsts, exclusive dealing, price wars, price discrimination, the 
tying up of outlets, the monopohzalion of sources of supply, and the 
like. The drafting, the interpretation and the enforcement of such 
legislation calls for nice judgement, since monopoly is botli needed 
for growth in certain circumstances, and inimical to growth in other 
circumstances. 1 his branch of the law is therefore frequently among 
the more perplexing and obscure; but a task r, not the less necessary 
because it is difficult. 

Newly developing countries are particuls<rly prone to monopoly 
because of their shortage of entrepreneurs. The risks of investment 
are greater in such countries than in the more advanced, since less is 
known of their priibiems and potentialities, and the less experienced 
and financially weaker entrepreneurs tend to be wiped out in recur- 
ring crises. One can see this very clearly in colonial trade, which 
tends to be concentrated in the hands of a few large and wealthy 
firms; or again in the history of Japan, whose economic life came 
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fairly quickly under the domination of a few trusts. The successful 
entrepreneurs tend also not only to dominate the industries m which 
they start, but also to spread their interests out from one branch of 
industry to another, partly because this may be less risky than having 
all one's eggs in one basket, and partly because each enterprise can 
help the other, either as a supplier or as a customer. Thus in the early 
stages of economic development it is not unusual to find close owner- 
ship links developing between the various sectors of the economy — 
between banking, insurance, commerce, transport, hotels, news- 
papers, manufacturing and so on Doubtless this was the reason why 
Kail Marx, basing himself on earlier writers and upon his own ob- 
servations of early nineteenth century capitalism, was convinced that 
the development of capitalism must be associated with inci easing 
monopolization The events have not borne out this prophecy (see 
Chapter V, section \d) ) With the development of the economy there 
IS also an increase in the supply of entrepreneurship, and in its 
average level of experience the risk of investment also dcchnes, 
since more knowledge about the economy accumulates and since 
also the problems of the new industries become more generally 
familiar It is then not so eas\ for a few clever minds to dominate the 
economic scene, and monopol} positions are harder to cre it^ ard to 
maintain In other words there is an ‘infant economv’ aniunient lor 
monopoly parallel to the ‘intant industr> argument, bul, like the 
laltti, It IS an aigument of temoorary signil cance only, and is subject 
to the same limitation that a prolonc'ition of the inonopil) mav re- 
duce the economy’s vitalit> 

Finally, we should note an argument for mo!iopul> whien is ba^ed 
upon the high levels of savings and of profits it.juired b\ a develo- 
ping economy According to this argum^ iii, it is desirable that a large 
share of the national income pass into the pockets of those who will 
save and invest, rathei tlian of those who will spend it upon con- 
sumption The argument is not, of course, meant to be taken to 
extremes, consumption is the reward for production, and is a spur to 
further effort, the point at issue is onl> one of degree There has been 
much disputation about the effects on economic growth of the 
division of the national income between saving and consumption, 
spnnging from the pfoposition that if consumption is too large 
investment will be too small, whereas if consumption is too small 
investment will be discouraged, but there seems no reason *0 doubt 
that m the early stages of economic development, at least, very high 
rates of investment can be maintained for several decades without 
exhausting investment opportunities Given that growth is not 
incompatible with a high level of savings, the next stage of the 
question is how far large profits arc necessary in order to have large 
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savings. It is true that the non-capitalist classes tend to save very 
little, but it is not necessary for saving to depend entirely upon 
individual effort. It is feasible for the government also to act as saver, 
imposing taxes upon the public, which are used either for capital 
formation in public utilities, or else for lending to private producers. 
However, if the government cannot or will not be a productive saver, 
it is certainly true that a developing economy needs large profits if it 
is to have an adequate level of savings. Even so, the level of profits 
does not necessarily depend upon monopoly; monopoly may deter- 
mine the distribution of profits as between one capitalist and another, 
rather than the share of profits as a whole in the economy. This was 
the opinion of most of the classical economists. In the early stages of 
capitalist development, there are usually large reserves of labour 
available for employment at a subsistence level of wages; it is only in 
economies where labour is scarce that the level of real wages 
depends upon competition. It is therefore possible to argue simul- 
taneously in favour of profits being large in the interest of economic 
growth, while resisting monopolistic practices on the ground that they 
discourage innovation. (Sec Chapter V, sections 2{p) and 3(</) for 
further discussion of these issues.) 

In sum, it is clear that the relationship between monopoly and eco- 
nomic growth does not lend itself to simple conclusions. We may 
perhaps say that monopoly is more likely to emerge, and more likely 
to be helpful, in the earlier than in the later stages of economic 
growth. At the same time, monopoly is dangerous at any stage, 
because of the cloak which it can throw over inefficiency, and because 
of the power with which it can resist or suppress innovation. Hence, 
whatever temporary advantages monopoly may have, it is a sound 
instinct that causes men everywhere to distrust monopoly, and to seek 
to restrict its powers. 


4. SOME CASES 


(a) Religion 

We have made several refeienccs to religion in this and the pre- 
ceding chapters; it may be helpful to draw them together in a brief 
summary of the relations between religion a»d economic growth. 

There are two questions to ask in this context. First, how com- 
patible is economic growth with various types of religious attitude? 
Secondly, do incompatible beliefs stifle growth, or is it merely that 
such beliefs flourish where the conditions for economic growth do 
not exist, and arc rejected as soon as growth becomes possible? 
The first question is much easier to answer than the second; and we 
will take it first. 
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We have already discussed at some length the attitudes and in- 
stitutions which favour growth, and need now only enumerate the 
main points. As we do this it will become clear that every one of them 
runs counter to the doctrines of one religion or another, though of 
course some religions arc involved more comprehensively than others. 
First, growth requires that people should be willing to give their 
minds to ways of increasing productivity, whether because they desire 
goods, or because they would value additional leisure. The desire for 
goods may be due either to taking pleasure in the enjoyment of 
material things, or to the desire for the social prestige and power 
which go with wealth; and, correspondingly, growth is more rapid 
in those societies where wealth is an easy road to high social standing. 
Some religions do teach that salvation can be reached through the 
discipline of hard and conscientious work, and do elevate the pursuit 
of efficiency into a moral virtue. Some forms of Christianity also lay 
emphasis upon the virtues of thrift, and of productive investment. 
But most religions also teach that it is better to give the mind to 
spiritual contemplation than to the ceaseless search for ways of in- 
creasing income or reducing cost; and practiciilly all religious dis- 
courage the dcsiie for material things. 

Next, economic growth demands a willingness to expeiiment. 
This is the main way that technology improves, and is also the way 
that changes arc made in social relations and in social attitudes. 
Willingness to experiment is associated in its turn with a desire to 
discover the causes of things, and therefore with a belief in rationality. 
As has been pointed out, mediaeval Christian theologians made much 
of the doctrine that God Himself is rational, and thus helped in lay- 
ing the foundations for the revival of scientific enquiry in Western 
Europe. Very few' religions share this attitude to the nature of the 
universe. 

Willingness to experiment involves also one’s attitude to the 
sacredness of the universe. So long as it is sacrilegious to dissect the 
human body, medicine makes little progress. If animal life is sacred, 
man may have a hard lime competing for existence with the cow, 
predatory monkeys, rabbits and squirrels, the snake, the insects and 
the microbes. Similarly, certain religious attitudes are opposed to 
deliberate family limitation and may result in overpopulation, 
famine and poverty. Much technological progress springs from an 
attitude that everything in this world is here for the convenitnee of 
man, and can be altered by man in his own interest. Thi.^ is quite 
compatible with those religions which put man into the centre of the 
universe, but it is not compatible with religions in which man is 
merely one manifestation of the spirit of God — and a minor mani- 
festation, at that. 
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Economic growth also involves the growth of impersonal economic 
relationships, in which people do business with other people irres- 
pective of kinship, nationality, or creed. The attitude of a religion to 
strangers is therefore very important. If the religion encourages people 
to treat strangers fairly — to give honest service, to keep contracts 
faithfully, and so on — it will facilitate trade and specialization. 
Whereas if the religion is exclusive, encourages natred of unbelievers, 
and divides people instead of bringing them together, it diminishes 
economic opportunities. 

When we come to social institutions, the role of religion is almost 
always restrictive. This is because religion almost always puts the 
virtues of obedience, duty and obligation above all others, and 
especially above the virtue of justice, which sometimes conflicts 
with the others — and which is any case mainly a matter for the 
secular power. Hence religion leans heavily on the side of the status 
quo, in family relations, or in pohtical or religious obligation. Now, 
as we have seen, economic growth flourishes best if the social in- 
stitutions arc such that men think that they arc getting the fruit of 
their effort (and are not being exploited); if trade and specialization 
arc possible (and economic relations arc on an impersonal basis); and 
if there is Irccdoni to manoeuvre economically (including vertical 
social mobility!. None of these requirements is inconsistent with 
religious doctrines Nevertheless, the tendency of religion to favour 
the status quo in social relations makes it usually an obstacle to change 
in any direction*— whether leftwards or rightwards. Religion favours 
neither gr(»wtli noi decay, but sixridl stability. If (he society is based 
on slavery, religion teaches (he «?laves to be obedient; but equally if 
the society is used to a high level of vertical mobility, the priests will 
be to the foiefront in denouncing attempts to restrict opportunity. 
This generalization mu^t not be pushed too far. Nearly every religion 
has its prophets, who From time to tiniC arise and denounce the status 
quo. Their influence tends to be restricted, in comparison with that 
of the hierarchy, who are usually well in league with the secular power 
and with the aristocracy ot the day; but the existence of the prophetic 
tradition cannot be ignored, and is sometimes decisive. It would also 
be a mistake to think of the authoritarian aspect of religion ex- 
clusively as hindering change, for it has also %n important function 
of re-integration after change has occurred. Society cannot function 
without obedience, duty and obligation. As times change our 
obligations alter, and so do those to whom we owe them. T imes of 
change are therefore frequently accompanied by moral disintegra- 
tion, since the old duties disappec^r before the new duties are fully 
understood. It is the task of the guardians and teachers of morality 
to create and diffuse new codes appropriate to changed relationships. 
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This discussion so far has focused on antagonisms between re- 
ligion and economic growth. The antagonism of religion and change, 
however, comes into focus only if we concentrate upon the religious 
views of those who are resisting change. If on the contrary we think 
of the religion of the people initiating change, religion sometimes 
appears instead as a strongly innovating force. In the first place, 
religious leaders are not opposed to every kind of change. It is 
possible sometimes to enlist their support for innovations which do 
not conflict with their religious principles— for new seeds, or artificial 
fertilizers, or community development, or co-operative societies — 
and then the fact that the innovation has religious support may help 
it to be adopted all the faster. Religion may appear also as an 
innovating force even if the old religious leaders oppose the innova- 
tion. For the innovators have frequently a new religion of their own, 
or a new version of an old religion, in which they find guidance, 
inspiration, or codes of conduct which distinguish them from the rest 
of the community, and which are linked in their own minds with the 
innovations they are introducing. Periods of rapid social change arc 
often associated with religious ferment— whether we think of the rise 
of capitalism in Europe or of contemporary events in Africa— and if 
we are assessing the role of religion we must take accoufit of the 
reforming zeal of the new religion just as much as of the resistance 
offered by the old. 

Attention is also often drawn to the prominent role played by 
certain religious minorities in the development of the countries in 
which they live, e.g. the Jews, the Huguenots, the Quakers, or the 
Parsees. Several strands account for this. Members of a religious 
minority may have a peculiar biological toughness, mental or 
physical, because the troubles they have had to put up with have 
weeded out the weaker brethren. Those who are left are keen, alert, 
schooled in a tradition of industry and self-discipline and well 
versed in the tricks of self-preservation. They also tend to help each 
other; and though this would bring ruin to all if the group were below 
average in success, it brings advancement to ail if the group has good 
fortune or ability above the average. The influence of biology 
in all this is doubtful, but not the influence of tradition. The leligious 
minority may also b^ denied political advancement, or entry into 
some of the higher social professions (military, administration, 
science, etc.), and may thus have no better outlet for its energies than 
success in business. Again the religious taboos of the mijorily may 
prohibit members of the majority from pursuing certain activities 
(trade, moneylending) or from handling certain substances or crea- 
tures (compost, leather, pigs), or otherwise from exploiting profitable 
opportunities, and if the minority has different prejudices it may be 
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able to thrive on the opportunities from which the majority exclude 
themselves. It is not necessary that the religious precepts of the 
minority be more favourable to economic growth than those of the 
majority, at the time when the minority comes into existence, for 
time itself will effect the difference. As the minority adjusts itself to 
survival, its religious precepts will also change. 

On the other hand, it is certainly not the case that all religious 
minorities thrive economically. For there are just as many religious 
minorities which, on the contrary, fall behind the majority in 
economic achievement, e.g. the Roman Catholics in Canada, or the 
Moslems in India. A religious minority turns to and shines in eco- 
nomic affairs only in those cases where the majority is more interested 
in other matters. But in those cases where the majority is materialis- 
tically inclined, the religious minority is just as likely to turn away 
from economic affaiis, and in striving to keep its own way of life as 
distinct as possible, it may cultivate instead the professions or the 
arts, or may deliberately adopt precepts which are hostile to economic 
advancement. 

This seizes also to emphasize the fact that the phenomenon we 
are discussing is not essentially religious: it applies to minorities, 
whatever it may be that binds them together. Religion is usually 
much in evidence in these cases because religion is an important 
factor in binding minorities together. But the essential factor in the 
situation is that minorities, whether religious or not, tend to excel not 
in the matters which the majority choose to cultivate but in those to 
which they attach less importance. 

We may therefore sum up the answers to the first question by say- 
ing that some religious codes are more compatible with economic 
growth than others. If a religion lays stress upon material values, 
upon work, upon thrift and productive investment, upon honesty 
in commercial relations, upon experinientation and risk bearing, and 
upon equality of opportunity, it will be helpful to growth, whereas in 
so far as it is hostile to these things, it tends to inhibit growth. Of 
course, the code may not be fully effective; people do not always act 
in accordance with the religion they profess. Priests are expeaed to 
be more strict in their behaviour, and, as was pointed out in the 
previous chapter, it has been suggested that religions which persuade 
a large proportion of the people to retire into religious orders (e.g. 
Tibet) -impose a check on growth, whether by deflecting from eco- 
nomic pursuits too many of the more thoughtful people, or by 
reducing other output too much (assuming that the religious orders 
are not themsehe*; engaged in agriculture, manufacture and other 
economic pursuits). Priests apart, people tend to ignore religious 
precepts which co^ict with economic interests. However, religious 
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teaching is often strong enough to prevent people from doing what it 
would clearly be in their interest to do — e.g. from killing sacred cows 
or removing sanctified oppressors. 

This brings us to the second question: does religion have an 
independent effect in shaping economic behaviour, or docs religion 
merely reflect economic conditions? It is obvious that religious 
beliefs change as economic and social conditions change. Religious 
doctrines are continuously being re-interpreted, and adjusted to new 
situations. Hence some people go so far a: to argue that religion is 
neither a hindrance nor a help to change. If the religious doctrines of 
the day are incompatible with certain changes, this is merely because 
the underlying economic and social conditions are not yet ready for 
such changes. When these conditions are ready, the change will be 
effected, and the religious teachings will be adapted to support the 
new status quo. According to this approach, almost any religion can 
adapt itselt to almost any political or economic revolution. For there 
will always be among its priests some who arc willing to rc-ioterpret its 
doctrines, whether from conviction, or from frustration, or Jroin am- 
bition. These priests come into power after the revolution, remove 
their opponents from office, and swing the church into line. Or, in 
less extreme cases the dogma is modified either because the priests sec 
that the people increasingly ignore it, or because they sec for them- 
selves its irrelevance to changing circumstances 

,This seems loo simple a view, in the first place, even if it were true 
thaJ religious doctrines always gave way to economic interests, it 
wouVd still not follow that they do not restrict change, for they might 
botlv slow down the rale of change, and also distort it*; effects, 11 ma> 
be that the doctrines will change in the end, but in the meantime they 
can hoKd up change for many decades, or even centuries. After all, 
social c.hange results mainly from what people do, and this in turn is 
mainly the result of what they believe. Religion permeates our beliefs 
brecausc religious instruction (wheihcr formal or informal) begins 
while we are still on our mothers’ knees. What we learn late in life for 
ourselves we can often unlearn by argument or demonstration, but 
what we have absorbed in childhood is much harder to cast out. Even 
if religion could not prevent change altogether, it could certainly 
reduce its rate and its effects. 

More fundamentally we cannot accept the conclusion that it is 
always economic change which causes religious change, an’d never 
religious change that causes economic or social change. It is not true 
that if economic interest and religious doctrines conflict, the 
economic interest will always win. The Hindu cow has remained 
sacred for centuries, although this is plainly contrary to economic 
interests. Or, to take another example, the failure of Spain to seize 
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and exploit the economic opportunities presented by the discovery of 
the New World cannot be explained satisfactorily without taking into 
account religious beliefs and attitudes which hindered Spam in her 
competition with other countries. It is possible for a nation to stifle 
its economic growth by adopting passionately and intolerantly 
religious doctrines of a kind wliich are incompatible with growth. Or 
it is possible, alternatively, for conversion to a new faith to be the 
spark which sets off economic growth. 

(6) Slavery 

The institution of slavery merits special consideration because it has 
existed through so much of human history. It has some obvious dis- 
advantages, from the point of view of economic growth, but has 
nevertheless often been the basis of great prosperity. We can now 
examine this institution in the light of the principles which we have 
discussed in the preceding sections of this chapter. 

Beginning with the counts against slavery, let us take the question 
of incentives. Slaves are notoriously ineflicient and unwilling. A 
horse, if it is well treated and well cared tor, will gladly give all the 
effort which a well loved master demands. Some slaves are like 
horses in this respect, but most arc not. The difference arises in their 
humamly; their sense of justice revolts against a system which uses 
their labour to enrich others; and their sense of freedom chafes 
against restraint. Even if the majority of the slaves would rest content, 
there is always a mmoritv who feel their humanity sliongly, and who 
communicate these feelings to the others. If the slave is m close 
personal contact with a mazier, p»*rsonal lies may smooth the 
relationship; but if slaves are emploxcd in large scale enterprises, 
where they see much of each other, and little of the master, it is 
certain that ihewwill resent their condition, and will react by doing 
as little as they can. There ensues a trial of strength between the 
masters and the slaves, in which each side probes to discover how far 
it can go. Out of this may come an ‘equilibrium’, in which it is 
tacitly agreed what arc to be the ‘traditional’ rights and duties of each 
party. The slaves then do as little as thc> can. without incurring 
punishment, within the limits of this tradition, and no more. 

In some systems all that the slave producer belongs lo his master, 
whereas in other systems either law or custom allows the slave some 
free titne and property which he may use on his own account. In 
the lattei case the slave usually works much more diligently and 
effectively on his own account than he does when working in the 
master’s time. Some masters, observing this, may restrict the slave's 
free time, alleging that the slave is exhausted by it, and unable to 
fulfil his duties. Others find it pays them to convert their right to 
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labour into a percentage of the slave’s produce, so that slavery may 
shade, imperceptibly, into a system of metayage. Certainly slaves work 
more eftectively if they have merely to pay a percentage to their 
masters than they do if all that they produce is on the master’s 
account. 

Secondly, slavery affects not only the slaves, but also the mentality 
of the slave-owners themselves. For the slave-owners are most likely 
to acquire an attitude towards work which is damaging to growth. 
Work is held in contempt, being fit only foi slaves. Even the manage- 
ment of slaves is handed over to hired managers. The slave-owners, 
men and women, give themselves over to idleness, or to activities, 
however noble, which are not connected with making a living. They 
migrate from their estates to live in fashionable cities, and so on. 
They therefore lose the capacity to seek out new economic opportu- 
nities and to benefit from them; or even the capacity to adjust to 
changing conditions, so as to avoid disaster. The founders of the 
slave economy may have been men of vigour, who created a structure 
which produced great wealth in the conditions of their time; but their 
grandchildren are very different, and, as conditions change, the 
economy steadily decays. ^ 

The slave economy suffers also from lack of vertical mobility, and 
this is particularly damaging because of the effect which slavery has on 
reducing the will to work of the aristocracy. In a free economy the 
leading classes, in government, or business, or intellectual life, are 
constantly refreshing themselves by recruiting into their ranks clever 
people born in the lower classes. The slave economy deprives itself 
of this advantage unless it encourages manumission. Some slave 
societies do make it easy for slaves to buy their freedom, or encourage 
slave-owners to grant freedom; while others, especially if the supply 
of slaves is running short, are hostile to manumission. Slave societies 
differ also in the extent to which descent from slavery is a handicap 
to freedmen or to their descendants. If the slaves differ in race from 
their masters, it is difficult for their descendants, even after many 
generations, to be accepted at the highest social levels. The impor- 
tance of vertical mobility depends on how numerous the slave- 
owners are, relatively to the number of leadership positions to be 
filled. For, if they are sufficiently numerous, they will provide their 
own layer of classes, with adequate mobility to keep the topmost 
classes vigorous, though of course the community as a whole will 
progress less rapidly if it is failing to make the best use of the talents 
of the great numbers kept in slavery. 

Next, if slave labour is abundantly available, there is no incentive 
to invent or to use labour saving methods, and so we do not get 
economic growth, defined as growth of output per unit of work. 
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though of course total output will expand if more work is done. Thus 
it has been suggested that Greek science in its later phases invented 
toys rather than useful machines, and that this was because the 
existence of slavery removed the incentive to use machines. Both 
suggestions have been disputed. In any case, this line of reasoning 
does not work in a slave economy run on commercial lines, as were 
the plantations of the New World. For in those circumstances it pays 
just as much to economize slave labour as to economize any other 
cost of production. The incentive to adopt labour saving methods 
exists in slavery so long as one can sell the extra produce that results, 
or can consume il oneself, or can sell the slaves whose services are no 
longer required. These conditions are not fulfilled in economies where 
the slave-owners already have all the slaves they need for their 
purposes, or are not operating slavery on strictly commercial lines. 
The existence domestic, as distinct from commercial slavery, 
probably discourages invention. In such societies the slaves, if they 
were free, might invent or adopt new techniques to ease their labour 
or increase their surplus; the difference, in slavery, is that new 
techniques arc not adopted merely because they ease the labour or 
improve the lot of the worker. 

Again, a slave society is loss flexible than a free society, and is there- 
fore less able to meet changing circumstances. For example a change 
in circumstances may make it necessary for a community to alter its 
way of earning a living, the demand for its major export may have 
altered, or the supply may be affected by the sudden onset of some 
new plant disease, so that new industries must be started, a new 
structure of production .. id xiistribuiion evolved, and new skills 
learnt. At first glance it ma> seem ihal the slave economy should be 
more flexible than the free, since *hc slave-owners have the legal 
power to effect large changes by co iimand. The power of the slave- 
owners, however, is in fact restricted by the traditions which have 
grown up to regulate their relations with the slaves. For example, 
the tradition may stipulate that a house slave cannot be sent to work 
in the fields, or that a slave trained as a carpenter must not be asked 
to work in a quarry. Precisely because slavery docs not rest on con- 
tract it comes to rest instead on concepts involving what is fair as 
between master and slave ; il is a status econcmiy, and is accordingly 
less flexible than an economy based on terminable contracts. Again, 
flexibility is reduced by the ties between master and slave. In a 
changing economy different enterprises are affected differently; 
some should cemtract, and others expand. If there are good slave 
markets it is possible for the expanding enterprises to buy slaves 
from those which are contracting, but this process is hindered by the 
personal ties between the slaves and their masters, and also by the 
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fact that since the ownership of slaves carries social and political 
prestige and privilege, masters are reluctant to part with their slaves. 
The difference in flexibility is only a difference of degree. All econo- 
mies are inflexible, and slow to react to changing conditions. There 
seems however some ground for thinking that a free economy will 
react more quickly than a slave economy, and if this is so the slave 
economy is less likely to survive and to grow, if conditions are chang- 
ing all the time. 

On the other hand, to say that slavery is inefficient is not to deny 
that it may be the only way of developing certain industries in par- 
ticular places. What we are comparing is the work of free men and of 
slaves in the same place at the same time. The comparison is not, 
however, valid if slaves can be made available at that place while 
free men cannot. The huge sugar industry of the West Indies could 
not have been developed in the seventeenth and eighteenth centuries 
without slavery, since free men were not available. And even if free 
men are available, in the sense that they exist in the country, they may 
not be available, in the sense of being willing to work in sufficient 
numbers in the proposed industry, at the wages proposed— par- 
ticularly if they have all the land they want, and get from it a standard 
of living which they consider to be sufficient. Slavery is essentially 
appropnate to conditions of labour scarcity; if labour is plentiful in 
relation to rcsouices, it is usually cheaper to hire free and willing 
labour for wages. And even where the scarcity of free labour makes 
slavery profitable, some types of production are much more appro- 
priate for slavery than others. Because slave labour is unwilling, it is 
appropriate only where it can be easily supervised. In agriculture, 
for example, it is appropriate only to those crops which have a 
relatively high labour requirement per acre, such that a single over- 
seer can keep his eye on a large number of slaVes— to sugar, or 
cotton, or tobacco, or tea, but not to wheat or coffee or cattle 
ranching. This is also the reason why mines and factories and ships 
propelled by oars have been associated with slavery even in circum- 
stances where other occupations were left to free labour; the fact 
that large numbers of persons are concentrated in a small space 
facilitates supervision in these occupations. Another consequence of 
the unwillingness of* slave labour is that it is inappropriate to 
occupations where the worker has to exercise a craft skill responsibly. 
Some domestic slaves, well treated by their masters, have been 
superb craftsmen. It will often be found that where slaves are 
practising a craft the master is careful to share the slave’s earnings 
with him on a proportionate basis, or even to allow the slave to keep 
everything earned over a stipulated sum, so that he shall have an 
economic incentive to work well at his craft. In general, because slave 
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labour is inefficient, it cannot compete with free labour except in 
conditions wliere free labour is scarce. 

To say that slavery is inefficient is also not to deny that a high level 
of civilization can be erected on this basis. The produce of the slaves 
can maintain a leisure class, which, as in Ancient Gieece, may give 
itself to philosophy, to sculpture, and to the other liberal arts, and 
which may paradoxically pioneer in freeing the human spirit and the 
human mind. Slavery does not alv^ays have this effect; the planter 
civilization m the West Indies was univei sally despised, and though 
the culture of the Southern States was at h higbei level, in general the 
riches produced b> slavery in the New Woild were frittered away in 
luxurious idleness, without contributing to human progress. More- 
over. ev'on where <«lavery is the basis of a vigorous civilization, the 
benefits of this civilization are narrowU restricted : the slavers benefit, 
but not the slaves. 1 here are always those who argue that most men 
are better of! if ibev arc wcM cared ft»r as slaves than they would be if 
leit to then own .’il-dirt\ IcMces; juj>t as some argue that the do- 
mestic ho’^sc IS better oft it/in the wiid horse We need not pursue the 
aigumcnthcre, since oui inUie^t is rot in rhe desirability of one way of 
life rather ihan arothci, but in the Tricc)»anism of economic giowth. 

U should b: noted, finally, that a dave howeter pios- 

perou^ It rnijv tor a time, ^ us. nil v threatened with decline be- 
cause a slave population usually docs not replace itself. A slave 
econoinv nro>pcrs so long as a chfap source oi slaves is available 
lo)m ouisidv. and it heg.iu to ilcchnt so sn as th*.s UMiice is cut off. 
S’ iverv flouTl^he'. tLc;cfo'‘e, so lon^ as there ar^ continuous wais or 
slave raids, ‘u which larue i imbers aie captured and sold into slavery 
hal tnc system dcchre^ whon j>citc I'y (•subll^hcd, oi the slave tiadc 
abolished, fins was aiiVc ♦he cx' ’ncncc oi Rome, whose slave 
econoiiiy bcfMU to decline as soon as pe.ire was t viablrhed on the 
frontiers, and ais» ,»t ‘cmaKa v hose decLne he*gan not with the 
abolition of sMvny m but with the abohPon of the slave trade 
nearly thirty yeais eaihcr 

1 he cutting oft of the si roam of s’avt^ must at once cause the slave 
population to declmc. For, since more men aie eiv laved than women, 
even if the women had enough gir* ’ ildren to icpiace thcinseive^ 
(which they do not), the slave population inufl decline as the surplus 
men die off. Then after a generation a new equiiibnum becomes 
possible based upon natural reproduction, with male and female 
numbers roughly equal, but even then the slave population does not 
reproduce itscF 

If we take a country which has had no immigration of slaves for 
such a long time that all its slaves were bom within the country, only 
about a third of the slave population will be available for work. This 
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is about the proportion which the West Indian sugar planters reported 
just before slavery was abolished there. The rest of the slaves are 
children and mothers looking after their children and their husbands; 
and there is also usually a large number claiming to be sick or other- 
wise taking advantage of loopholes which the system has for avoiding 
work. This low proportion should not occasion surprise when we 
remember that even in free societies, the ‘gainfully occupied*, as 
defined by the census, arc usually only thirly-five to forty per cent of 
the population. 

Now, if the slaves were allowed to live together in families, they 
would have as much chance of replacing themselves as would a free 
population — ^possibly more chance, since they might get better 
medical care, and would probably also work less. Slaves arc not, 
however, usually allowed to live together in families, for tins imposes 
upon the slave-owner the necessity of maintaining two ineflectives 
for every elTective slave. Many slave-owners therefore keep only 
adult male slaves, who are not encouraged to marry. Women slaves 
are unpopular; they aic not encouraged to have children, and if they 
do have children they arc not allowed enough time to look after 
them. So the birth rate is low, and infant and child mortality arc 
high; thus the slave population fails to reproduce itself. Natuially 
the big plantations fare better than the small ones, since it is easier 
to maintain a proper balance of men, women and children in a large 
establishment than in a small one. The smallci cstablishnicnts there- 
fore die out before the larger ones, and, as in the later Roman 
Empire, inequality increases. But even the big establishments will die 
out unless they approach the problem of breeding new slaves from 
its commercial angle. 

Exactly the same fate would befall an economy based on the 
labour of horses if each owner of horses were 'expected to keep 
horses in the right balance of male and female, adult and child. This 
does not happen because in a horse economy it pays to specialize 
in breeding horses for sale. So also a slave economy maintains itself 
without immigration only if some slave-owmcrs specialize in breeding 
slaves for sale. This s>>tem was adopted in the Southern United 
States after the abolition of the slave trade, but it is the least popular 
aspect of slavery, siitte it involves separating wives and husbands, 
and children and parents, and denying all the emotional attachments 
which we consider to be proper to sexual relations bet\ cen human 
beings. Slave farms are not therefore usual in slave economies, or if 
they exist, are usually not numerous enough to cope with the 
problem of maintaining the supply of slaves. Accordingly, in most 
slave societies the economy is doomed as soon as the external supply 
of slaves is cut off. 



ECONOMIC INSTITUTIONS 


113 


In this respect serfdom is much superior to slavery, and this is no 
doubt one of the mam reasons why slavery gives place to serfdom 
when the external source of slaves dries up Serfs have the right to 
marry, and they live in this respect much as free men do Serfs have 
also usually the nght to some free time, and also to some land to 
cultivate on their own Some serfs arc also on a share-cropping or 
metayer basis In the most advanced stage of serfdom, the serf is tied 
to the soil in the sense that he cannot move to some other place 
without the lord’s permission, but his obligation may be only to pay 
a fixed rent, and he has then every incentive to produce more than 
this on his own account A society based on serfdom can last for 
centuries, but a society based on slavery must begin to decline as soon 
as Its external source of sla\es is extinguished 

(c) The tamily 

The famih is such in important social institution that it is not 
surpiising that it raises ntarlv all the problems we have already 
discussed There are quwslions ol iiiceiilnt ot spL^iah/ation, ot 
vertical mobilitv and ol aset^s to ic oaiccs Wl shall begin by con- 
sidcnug the faiml> so to sp^ak iioi /4>u*aliv that is to say, the 
relationship betwet^n ont branch « nd another then we shall consider 
thw status uf wom^p and tin illv we sh iM i oinc to tlu gencialions We 
irv Raving pcpuiatiou probkin*' o» Cl ipki VI 

In primitive society the c ‘uiCLOt ol tiu t im i\ is u‘^u illy very wide 
A man acknowledges tics not only with hi parents and liis wile and 
children but also with a vide i mge ot cousin >, who m iv number as 
many as live hunditd \\jiliiij this jjOip vaivmg dtgrees of com 
munism ma\ be prictisi^d iind niav U jointly v wned and operated, 
and all members o* the fimilv h vc ccogm/cd claims upon the 
family for sul sistcnce 

seems to be th^ c e tn i" as a commanil v g«o vs more wealthy. 
Its I iinily concep! n ino \ 3 I he c’^lviidi d t onilv u eAs^niiallv c means 
of social SLCuritv appropu to i s Kictv uvmp on a U>w subsistence 
level At low levels, member ot the 1 imiK n ust rally round to help 
those in dislicss, and tin. vidci the 1 tinily uicl tlu more clTcctwc is 
is the insurance system \s the tai i d ol inconic uses, however, 
individuals ire bcttir ibl to save and to fJiovidc lor themselves 
against misfoitune I hen i al o ere. iter diOercncv, in vvcilth and 
income between the v iiious rrembLis ol the tamily Ciovcrnincnt is 
better organized and is beginning Iv assume icsponsihilitv for help- 
ing the aged or the destitute And social relations aie founded more 
on the idea of contract than that ol status, so that men in wealthier 
societies aie more prone to deny that they have moral obligations to 
distant relatives. So, in general, the more advanced the society is 
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matenally, the smaller the number of persons whom the income 
earner will rccogmze as belonging to his family, in the sense of bene- 
fiting automatically from increases in his income, or even m the 
narrower sense of basing some claim on his income if they fall 
destitute I amil> claims arc also easier to press m bmall communities, 
where everybody know, every bod> else and where therefore public 
opinion may lorce the richer to blip the poorer members of the 
family hereas in the large >l communities, where men do not know 
their next dooi neighbour one can ignoie one’s family and Iwe with- 
out caring what then tnends thmk abrul n H is also is related to the 
average income of ihe s^Kiety ^mcc ihe ii/t of towns ard villages is 
related to the wealth oi the coiuarv 

The extended family system 1 is trf mendous advantages in ^ccictas 
living at a subsistence level b it ii stems not k be appropriate to 
s^Kiclies where ct anoitiic grt>wtr' is oc^aiimj In sm h soLittics it ,s 
almost certainly a drag on f llort h( r gr 'wih d^penk on inioinvr, 
and initialivt »s likely fo b'* ^tifl»d if ihc ind!vid»ial v\h > iiukc> the 
eflv»rt IS required to sharw the r< ward v )‘h m iny otfu in vvho ci inns 
he does not rccognirt ^ I eie t it* t xtend d 1 inuiy exists anv mt inbei 
of the familv whose in^oint inert ^s^s mav x be ugtu jv ^oms- 
pondingly increased demands h f suppo**! !;< m a numuer tl 
distant relations I his is at anv time <i d» ten nl to makmc supern^r 
effort, and it is c^pec^allv s»^ at vine when Mit fc.in«i\ concept is 
nairowing, and tht tom^^iut ty i> pissing tiv>m widu t> ra^k .»cr 
recognition, since it is then that mm r ita i liKcIy to a ccpl claim', 
which they wviuld previc u‘^h have taken foi gtante] i hefi, ar many 
reports fiom A. la and troir \fiua of iblc rntn who liavc rcfu'ied 
promotion bcciuse the material btUvlit v\i)ukl acciiic mosily to 
relatives whose moral cl inns do not recognize Or if 

we looK at the matte •' turn thi^ oihei angle the svvtem is a 
drag on imtianvc because P provide^ cveryo't with automatic 
insurance against want, thep by dimimsning mobihiv thrift and 
enterprise 

A strong st nse of family ohhgiPon, even when genun^h felt, may 
also be a bar to success n i tr t r w jys 11 p“»a\ cause i m ir to appoint 
relatives to lobs for which tliv,> irc nns jited and it may cve n happen 
that others refi un frdip appointing bun t<« positions which he could 
well serve, bcv^use they inow that he wni th»*ieupon appoint un- 
suitable reiatiV‘*s to posts at h s cc mmand In primitive societies men 
fear the effects of witchcialt il they offend their families, and it may 
be fear, rather than affection, which drives them to nepotism Some- 
times, of course, a member of one’s family is the best person to 
appoint, either because of his talents, or even merely because one 
IS certain of his upbnnging and can have confidence in him But this 
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is not always so. Another difficulty is that of managing family busin- 
esses, wheic several members are involved. If they have confidence 
in each other, and each pulls his weight, the family sentiment may be 
a source of strength ; but it is frequently a souice of weakness. Often 
in countries where family ties are strong, the most enterprising and 
successful individuals are those who have no family obligations, and 
who are therefore able to stand by themselves. 

Against these deficiencies of the family sentiment in business one 
must set Its strength. In societies where men cannot rely on strangers 
to give faithful service, the family may be the most appropriate unit 
for large scale enterprise. Foi example, in some kinds of business it is 
useful to be able to set up branches in many towns, or suburbs, or 
countries, e.g. in banking, in the chain store type of retail trade, in 
wholesale distribution, etc In these circumstances a fiinnly which has 
many brothers, or v-loscly related ctmsins, may be at a considerable 
advantage, since the brothers can trust each other more than they 
could trust branch managers who were not related, and since, even if 
there is dishonesty, the money will remain in the family. Or the inter- 
dependence may be not of branches in the same trade, but of different 
trades and professions, each brother being able to support the others’ 
businesses to some extent. In much the same way closely knit groups 
of immigrants or religious minorities can, by putting business in each 
other’s way, and by lending each other support in nine of crisis, 
sircngtlicn the position of the gioup as a whole, and help its members 
lo make greater economic advancement than they would if their 
special relationship to each other was not allowed to influence their 
business. Of couise these kinship oi other obligations are not specially 
helpful ]) the gioup is not on the average belter favoured ecc»nomically 
than the rest of the community, and they may even drag the group 
down if membeft are below the average in competitive ability, since 
the more fortunate members will be put at a disadvantage by their 
obligation lo carry the more than average burdens and defections of 
the rest. On the other hand a talented family may be gieally ad- 
vantaged by sticking together. When one reads accounts of the early 
economic development of any community, there are always a few 
talented families who stand out by the wide range of their activities- - 
whether one thinks of Italian bankens in the fourteenth century or of 
Indian or Japanese industrialists in the twentieth century. In these 
early conditions it is possible for a talented family lo conduct 
business on a scale which is not open to any other kind of organiza- 
tion. This advantage is lessened as administrative techniques im- 
prove, and as it becomes easier to appoint strangers to managerial 
positions in fair confidence that they will not simply embezzle the 
funds. 
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We turn next to consider the part of women in economic activities. 
The attitude of men towards women’s work varies from community 
to community. In some communities men try to assure recognition of 
their social status by withdrawing their women from working; they 
deliberately keep their wives and daughters idle, and surrounded by 
servants, to show that they are men of substance. Some of these 
women do useful unpaid social work; otherwise this form of snobbery 
lowers the output of women, even though it may raise the output of 
some men who have to work harder in order to foot the bill. In 
modern western societies middle and upper class women have had to 
fight a ‘battle’ in order to get the right to work. But in many other 
communities it is men who have lived in relative idleness, while 
women have had to work very hard, often in cultivating the ground 
as well as in preparing food and w'eaving clothes for their husbands. 

Restrictions on the work women may do are also everywhere a 
barrier to economic giowth. In some pnmiti\e communities women 
are not allowed to work except within the household or on its farm. 
This increases the degree of sclf suflicicncy of each household, and so 
reduces trade and the opportunities foi spcclall^atlon. It is indeed, 
very marked that economic growth and a transference oU women’s 
work from the household to the market go closely hand in hand. 
As income per head grow's there is an e\en more rapid growth of such 
industries as dressmaking, hairdressing and catering, not to speak of 
the education of the >oung in schools, whicli is a substitute for educa- 
tion at home. The association is not to be explained away simply by 
the refusal of statisticians to include housework in calculating the 
national income, for thcic N also a real increase both in the quantity 
and m the quality of the output, which results Irom specialization. 
Growth is restricted if custom requires that women ma> work only at 
home; or that if they work outside their homes thby may only be 
domestic servants, oi typists, oi crowded into some other narrow 
range of jobs. Often one ot the quickest ways of increasing the nation- 
al output is to open factories offering light jobs of the kind which 
women do most easily; many cominunities that are short of male 
labour have found in this a chance lor further expansion. I his may 
increase output not only directly but also indirectly For example, 
some farmers, e.g. in Africa, insist on processing badly at home crops 
which could be processed more efficiently in central factories, because 
their women folk would have too litilc to do if the proc'^ssing were 
transferred to the factory. Creating more outside jobs for women 
would thus help to improve the processing of crops. Or, again, in 
some African communities women spend hours pounding grain by 
hand. If more paid jobs were available to them outside their house- 
holds they would soon insist that the grinding of grain should hence- 
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forth be done mechanically. To create more paid jobs for women is 
the surest way simultaneously to raise their status, to reduce their 
drudgery, and to raise the national output. 

In some communities the sense of the continuity of the family 
through the generations is very strong, even, in extreme cases, to the 
point of ancestor worship. It is arguable whether this is good or bad 
for economic growth. It has certain advantages. Presumably one 
acquires a certain sense of confidence from knowing that one belongs 
to a family which can be traced back through several generations. 
The family tradition is also emphasized in one's youth, and if this 
includes some special skill, or adventurousness or character trait, it 
may be preserved and developed to a greater extent than if family 
traditions did not exist. Thus the British Navy believes that sons of 
‘naval families' make better sailors, on the average, than do other 
recruits, and there may well be professions where the young person 
who grows up in their atmosphere from birth is better qualified than 
the person whose parents belong to some other profession. The sense 
of belonging to a line of generations may also affect one’s sense of 
property. One may leel that one is merely a temporary trustee for 
what one has inlieritcd, and may be caret ul to preserve it, and even to 
improve it through one’s own effort and saving. 

But there are also disadvantages. Too much looking backwards 
upon history is bad for a community which has new challenges to 
meet, different from those which faced its fathers. The traditional 
patterns may have been excellent for their times, but may be most 
unsuitable for the present, with its different problems. When a 
community becomes more conscious of its past than anxious to 
experiment with its future it is doomed. A strong sense of family 
tradition also interferes witli social mobility. People of ‘no 
family’ do not fet chances commensurate with their talents, and 
people of ‘good family’ hut no talent get too much chance of making a 
mess. Occupational mobility also is diminished if tradition insists that 
sons must follow in Ihcir father’s footsteps. The disadvantages of too 
close a tic between generations show themselves in their extreme form 
in the caste system, which prevents vertical and social mobility by 
requiring each individual to follow in his father's footsteps, or else to 
become a farmer. This is one of the surest ways of preventing change, 
and therefore economic growth.* 

Wh^n we were analysing the extended family horizontally, we saw 
it mainly as a drag upon effort, at any rale in so far as men aie called 
upon to meet claims of distant relations for whom they have no 
affection. When we come, however, to the claims of children upon 
their parents, we may take it for granted that the family serves to 
some extent as a spur to greater effort. This spur is at its most effect* 
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ive when men arc ambitious for their families, desiring that their 
descendants should have a higher social status than that into which 
they themselves were born. 

The desire to raise one’s family’s social status feeds upon the 
opportunity to do so. I'his desiie cannot exist in impoverished 
villages where every farmer lives at subsistence level, since the chance 
of raising one’s material status is small. It cannot exist if legal or 
customary barriers, caste or colour, prevent men from rising from one 
class into another. And it cannot mean mucj in a stagnant or declining 
economy. Some social mobility is found even in stagnant economies, 
but the greatest mi^bility is found where oulput is growing rapidly. 
For these are the circumstances in which a middle class groves most 
rapidly, recruiting people from below to he administrators or 
technicians or business or professional men. And it is these cir- 
cumstances which provide the greatest opportunities, whether for 
making money, or for success in other directions The desire to 
‘found a family’ is thus strongest an<l most effective m economies 
where growth is taking place; it is least felt m stagnani economies. 
This IS |ust another of the many respects in which the forces which 
make for growth feed upon each other. Onu*. growth has begun men 
become more ambitious for their families, and may even adopt 
family limitation in order to have no more children than they can 
afford to establish well in life Then the spread of this outlook itself 
speeds up the rate of growth. 

The concept of founding a family has meaning onlv m communities 
where the family U elementary and patrilineal, and not in com- 
munities where it is extended or matnlmeal Since what is implied is 
raising the social status of the next generation above the social status 
of the present generation, one cannot think in these terms unless one 
means by the next generation only a few direct flcs«»endaiits and not 
all the hundreds of cousins who can make claim to family relation- 
ship. The extended family is thus ruled out.^As for the matrilincal 
family, it is possible to conceive of a man working very hard in order 
to make his sister’s children rich rather than his own. But the 
matrilincal family docs not survive easily in conditions of rapid 
economic or other change, since change usually implies mobility, and 
mobility usually strengthens the conjugal and patrilineal tics. A man 
who moves takes with him his wife and his children, not his sister and 
her children, and so the matrilineal ties are weakened in any society 
where men begin to move about in search of fortune. 

It is not clear how important the right to bequeath one’s property 
is as a spur to effort even in elementary patrilineal families. Ambition 
to found a family varies in different communities, and is not always 
greatest in those which display the greatest rate of growth. For 
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example, many rich Americans use their money not to endow their 
families but to found educational trusts, or for other chantable 
purposes; a few even dclibemtely leave little to their sons so as not to 
spoil their characters It is probably ti uc that nch Enghshmen, when 
disposing of their wealth, leave a greater proportion to their famihes, 
on the average, and a smaller proportion to philanthiopic bodies. 
This IS because the institution of the family counts for more in 
England than it docs in the gieat American cities. All the same, 
Ameiicans find quite enoiifh spurs to efiort in other directions, 
including then desire to cn,oy a high standard of living, and their 
dcsiie to have power and prestige loi themselves. 

Hc'wcver, even though the importance of the right to bequeath as a 
spur cannot be exactly assessed thcie can be no doubt that it is a 
spur, and that ihe lesinciions which modern slates are incieasingly 
putting upon this right -and c'^ptualiy the high death dutic*-- -some- 
what dimmish the incentive to make a foiiune. On the other hand, wc 
must at the same time considei the effect ol the inhentance of wealth 
upon the propertj inhciitcd, upon the hell^, and upon the lest of the 
c* mimunit). 

One of the disputed points »s the effect of mheniancc upon the care 
of propeity Ihe son of the founder ol a business or an estate is not 
necessarily tnc b*st peison to looV atlci the property. On tfie contrary, 
inst loundcJ on inhcntancc do nc t survive as long, or show as 

much viidlov. as ihv/se which lecruit thou leaders afresh m each 
generation Some of the vitality of the Roman (’atholic ('hurch is no 
doiihl due to the fact that its bishops arc made, not horn. And the 
strength ol the Oltviman hm]'ire is often traced the system of 
Janls^aMes iccruited alush m eacn generation Some people legrct 
that in modern laige busmtss corporaTnms the family connection is 
often s-fudl, bu# it may v^eil a source ol strength that business 
corporations irisieasir *.!> recruit liicii leaders wi himl reference to 
famiK coimcctionv On the otiitr haml the system by which property 
passes automalicdll> to the next generation has also its advantages; 
It IS more certain , ii ihcrcfo'-c permits the siuxcssoi to be trained in 
anticipation, and it is simple 

The effect of inheritance d•.pcnd^ also on whether properly passes 
exclusively to the eldest son, or on how it isidivided up between the 
members of the famil) Primogeniture keeps the property intact, and 
this 1^ specially important where there arc economics of scale, or in 
those fanning communities where holdings arc already so small that 
further fragmentation would be uneconomic; but the point is not so 
important if it is possible for the property to be operated jointly by 
the heirs without subdivision On the other hand, primogeniture 
helps to maintain an unequal distribution of property, and may also 
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be unfair to the rest of the family. The eldest son is also not always 
the most competent son, and this is recognized in systems (political 
more usually than economic) where the heir is not the eldest son but 
the son designated for the purpose. Some economists have argued for 
primogeniture on the ground that the system forces younger sons 
to be industrious; and others on the ground that by driving younger 
sons of the nobility down into the middle class it prevents the classes 
from despising each other, and thus assures greater social cohesion 
and mobility; but if these arguments were pushed to their logical 
conclusions, they would support the abolition of property inheritance 
altogether. 

Against the incentive which the right to bequeath is to the maker 
of the fortune we must also set the extent to which the effort of the 
heirs is diminished. Heirs are sometimes inspired by the example of 
their forefathers; and may treat their inheritance as a trust which they 
are challenged not only to maintain but also to Increase. But they 
more often react in the opposite way. Taking them on the average, 
heirs would almost certainly lead more useful lives if their inheritances 
did not shield them from the necessity for hard work. 

The inheritance of property also diminishes vertical mobility and 
enterprise. This can be seen very clearly in those agricultural com- 
munities where all the land belongs to a few families, and where all 
the remaining families are condemned from one generation to another 
to remain at the bottom of the social scale. The effect of the inheri- 
tance of property is that each generation starts with the dice loaded 
heavily in favour of a few of its members, whose own abilities are not 
necessarily superior, and are often not as well cultivated because 
inheritance removes the need to make the best use of one's talents. 
There would probably be greater economic growth in a community 
where all started equal, and greater growth still im a community 
where the dice were loaded deliberately in favour of those with 
superior talents. 

(if) The Organization of Agriculture 

The laws and customs governing the ownership and use of land 
arc of the greatest economic importance, especially in the poorer 
communities, where agriculture is the principal form of activity. 
At the same time, land plays a large part in determining political and 
social status, and so the rules and customs are seldom framed with 
economic considerations primanly in view. From the point of view 
of economic growth, we are interested in the tenure of agricultural 
land, in the size of farms, and in the relationship between these 
matters and incentives, capital formation, and technical innovation. 

Take first the question of communal tenure of land. This term is 
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used in three distinct senses. The first sense, in which it is used here, 
is the case where several people have the right to use the same piece of 
land, each on his own account — e.g. to pasture his cattle upon it, or to 
cut firewood. This is to be distinguished from the second sense, where 
people work together on the same land, under a single authority, and 
pool the proceeds. This is co-operative or collective farming; we have 
discussed its main problems earlier in this chapter (section l(r) ), and 
shall revert to them at the end of this sub-section. Thirdly, there is the 
case where each person has a right to exclusive use of a particular piece 
of land, but where his rights to dispose of the land are restricted on 
the theory that the land belongs to the chief or to the tribe. Since the 
use and disposal of land is subject to restriction in practically every 
community, the differences between ‘communal’ tenure in this sense 
and ‘freehold’ tenure are differences only of degree. If wc treat as 
‘individual’ tenure (using the word individual to represent the 
family) all those cases where the individual has exclusive use of the 
land, then individual tenure of land may be said to be almost univer- 
sal outside Soviet Russia, and what we have to say will relate mainly 
to this form of tenure. But first we must say a word about communal 
tenure in the first sense distinguished above, where there is communal 
use without collective management or pooling of the proceeds. 

There can be no doubt as to the superiority of individual over 
communal tenure. This shows itself in its effects both on investment 
and on innovation. If large numbers of people are free to use the same 
piece of land, each for his own purposes, each has an incentive to take 
what he can out of the land without putting anything back. In these 
conditions, as soon as land begins to be scarce, it begins also to 
deteriorate through over-cropping, or excessive pasturage, or failure 
to take appropriate measures for soil conservation, ll pays no 
individual to inivcst in improving the land, in fertilizers, in drainage, 
or in improved grasses. Trees will be planted if the rights of individuals 
to their fruit is recognized, as it usually is, but trees will not be 
planted for general purposes, such as for shade or for afforestation. 
Communal tenures worked passably in Africa so long as populations 
were very small in relation to land, but population pressure every- 
where causes such tenures to destroy the land. Invest men apart, 
communal tenure is a handicap to innovation. Livestock cannot be 
bred selectively unless they are segregated and their mating con- 
trolled; neither is it convenient to experiment with new agricultural 
methods in circumstances where communal activity imposes its own 
routines. These are the reasons why communal tenures arc dis- 
appearing rapidly in places where they flourished fifty years ago. 
Many people regret their passing for sentimental reasons, but there is 
no reason to doubt their incompatibility with economic development. 



122 THE THEORY OF ECONOMIC GROWTH 

When we turn to individual tenure, we find that throughout most of 
recorded history most farmers have held their land under a contract of 
tenancy. We begin therefore with the tenant’s relationship with his 
landlord, which involves questions of compensation for displace- 
ment, of rights of tenure, and of the form and amount of rent to be 
paid. 

The need for compensation arises out of the principle that the 
tenant must be assured the produce of hi* effort. If the tenant is to 
make any investment in the land he must oe assured that in case of 
dispossession he will be compensated for all improvements he has 
made whose benefit is not yet exhausted. Otherwise he will not plant 
trees, or coastruct substantial buildings, or make improvem -nts in 
drainage, or effect any other investment. The corollary of juch pro- 
tection is that the landlord must give his prior assent to improvements 
for which protection is claimed. In most advanced countiics the law 
ensures this protection, but in pnmitivc countries such provi.sioi* is 
the exception rather than the rule, with the effect that tenants are 
careful not to invest in improving the land, and svill ewn permit it to 
lose fertility, if the landlord allows them to get away with this. 

Many countries are not content to protect unexhausted improve- 
ments; they also give legal security of tenure. At the least they pre- 
scribe minimum periods of notice, while in more extreme cases the 
law gives the tenant a right to remain on the land so Jimg he main- 
tains good husbandry (c,g. in the United Kingdom), and may even 
ensure to his heir a right of succeeding to the tenancy, if leasonably 
competent. The way such legislation works depends very much upon 
the complexion of the tribunals established to admimster it; in 
‘democratic’ countries it becomes almost imposMhlc to gel rid even 
of a bad tenant, unless he i.s obviously ruinmg the land, whcieas in 
‘reactionary’ countries the law is operated to afforchiitlle protection 
even to the best tenants. The point of such legislation is to give 
tenants sufficient security to justify their investing in hing-tcrm 
improvements. There is also an argument against giving too much 
security, based upon the desire to ensure mobility of land, but we 
shall take this up later when we discuss freehold tenure by farmers, 
to which it also applies. 

By the form of the rftnt we mean whether it is a fixed or a propor- 
tional payment. A fixed payment may bear heavily on small farmers 
in years when conditions are bad. even if the rent is quite bearable 
when good and bad years arc taken together. The rent may be fixed 
in money or in kind. A rent fixed in kind bears more heavily if bad 
conditions are due to poor harvests, and a rent fixed in money bears 
more heavily if bad conditions arc due to low prices; since farmers 
suffer from both, there is not much to choose l^tween money rents 
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and rents in kind, except in time of war, when farmers whose rents 
arc fixed in money gain handsomely, at least for the time being. If we 
take the world as a whole, however, most rents arc not fixed, but 
proportional, the farmer paying the landlord a proportion of his crop 
(or receipts) which may vary from one quarter to one half, according 
to the scarcity of land. 

Proportional rents are popular with poor farmers because they are 
less burdensome than fixed rents when conditions are bad. They also 
give more to the landlord when conditions are good — but one can 
afford to give him more then, and in any case the amount evens out 
over good and bad years. Proportional rents, however, are usually 
attacked by economists because they lessen the incentive of the 
farmer to adopt improvements, f'or a given improvement to be worth 
while at the margin to the farmer it must yield twice as much if the rent 
is one half as it would have to >ie!d if the rent were a fixed amount.* 
This pre-supposes that the farmer bears all the cost of the improve- 
ment. In more advanced systems of metayage or sharecropping (as 
proportional rents are called), the landlord bears part of the cost of 
improvements; or the contract provides that the rent is to be adjusted 
if the tenant undertakes improvements. But in less advanced coun- 
tries thcic is usually no such provision, and the system of propor- 
tional rents certainly diminishes the farmers’ incentive to adopt 
improvements. 

I'hc amount of the rent is in most countries a source of great 
complaint and agitatit>n. What the landlord gives in return varies 
from couiitry to country. In hngland the contraci usually imposes 
upon the landlord the duty to provide the permanent buildings, and 
to maintarn the fixed cajiital: it may even require him to provide 
some of the working capital as well. At one time English rents were 
high enough to Compensate the landlord for the cost of these duties, 
and also to leave him a surplus, which was the ‘pure' rent due to the 
scarcity of good land, but in these days rents are so low that there is 
seldom any surplus above the cost of maintaining the fixed capital of 
the farm. At the other extreme we find that in most primitive 
countries the landlord has no duties whatever to the land; he merely 
collects rents. He may of course perform some social functions — he 
may be the equivalent of a magistrate, or a policeman, or a district 
administrator, or a prie!>t- -and if he were not remunerated out of 
rents,*he or someone else might have to be remunerated out of taxes 
or in some other way. But as far as the land is concerned, its pro- 
ductive capacity would not be reduced if the rcni were kept by the 
farmer (i.e.if the landlords were ‘liquidated’ and the land passed into 
the freehold ownership of the farmers), or if the rent were paid 
instead to the state (the state often collects a rent anyway in the form 
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of direct taxes levied on the land or on the farmer)* Indeed, if rents 
were reduced, or abolished, the productive capacity of the land might 
be increased, since the farmer could now afford to save more, and to 
invest more in the improvement of the land. In those countries where 
landlords take fifty pci cent of the farmers’ output and do nothing 
for them in return, it is hard to believe that agricultural productivity 
would not be greatly increased if this intubus were removed from the 
farmers* backs. 

In many countries there is a demand that landlordism be abolished 
altogether, and that farmers should own the land they work. This 
demand should not be confused with other demands for altering the 
size of farms. Some reformers want to increase the number of farms, 
by breaking up large estatc.s and distributing the land as small farms; 
others wish to do the opposite, namely to reduce the number of small 
farms, by persuading or compelling the farmers to join collective 
farms. We shall discuss later problems of size. Our present concern 
is simply \\ith freehold ownership on the one hand, as against tenancy 
on the other. Though much of the demand for land reform is associa- 
ted with demands for changing the number of farms, there is also, 
especially in Asia, a considerable land reform movement ^hich is 
confined to a demand for abohshing landlotds and converting 
tenancy into ownership. 

The effects of this conversion depend to some extent on the pay- 
ment terms on which it is done; on the amount of compensation 
received by the landlords, and on the size of the payments which the 
farmers arc required to make for the land which they now acquire. 
Apart from the question of compensation, however, there are many 
other issues involved in comparing tenancy and ownership, in fact, 
many people argue that a system of peasant ownership of land is not 
in the interest of economic growth They consider tkat it reduces the 
the mobility of land, and that it is associated with bad husbandry, 
with fragmentation and with excessive indebtedness. They therefore 
prefer that small farmers should be tenants only, and should be 
subject to controls, whether the landlord be a private owner, or a 
government agency. In fact, as wc shall see, most of the desired 
controls can be exercised just as well over owners as over tenants : 
in fact, if controls are^dequately applied, on the one hand to give 
the tenant security, or on the other hand to enforce good husbandry 
upon tlic proprietor, the economic distinctions between tenancy and 
ownership largely disappear. 

Let us begin with the mobility of land. As we saw earlier, some 
people object to legislation giving security of tenure to tenants whose 
husbandry is good on the ground that this makes the agricultural 
economy less flexible. They argue that the landlord, who is presumed 
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to be interested in seeing the land put to its most profitable use» 
should be able to change tenants freely as conditions change. Con* 
ditions may make it desirable to change from arable to livestock; or 
to alter the size of the farming unit; or for some other reason to 
change over to a new tenant more capable of coping with the new 
situation, and this may be frustrated if the sitting tenant is protected. 
For the same reason the same people object to freehold tenure of 
land by small fanners, because they believe that such farmers are slow 
to react to changing conditions, and believe that response would be 
quicker if landlords could bring it about by changing tenants. The 
argument depends for its validity first of all on the assumption that 
landlords are keen and knowledgeable agriculturists, always looking 
out for better ways of using the land, and while this may be true of 
some, it is probably true of most that they aic absentees knowing 
not much more about the land than the amount of rent u yields. 
And, in any case, the argument could be extended to say that no one 
should ever own the resource he uses, since resources are more likely 
to move into the hands most capable of using them if the lesources 
are owned by people who specialize in moving them from hirer to 
liirer at short notice One should not even own om^’s house, pre- 
sumably, since there is always someone else who could make better 
use of it. The answer is surely that the owner is always open ti) receive 
offers. If someone else thinks he can make better use of the resource, 
let him offer an attractive price for it. Our experience is, indeed, Ihiit 
land changes hands much more easily if the ownership of land is 
widely diffused than if land is owned by a few' powerful families who 
regard it as a source of political power and of prestiec rather than just 
as a source of income. Easy access to land requires wide distiibulion 
of land ownership. 

There is more^substance in the cljurn that freehold owners may ex- 
haust the soil if not controlled. In many parts of the woild small far- 
mers are engaged in practices which impoverish the soil. This is not 
usual in those parts of Asia which have been so thickly populated for 
so many centuries that the farmers have an ac^utc sense of the impor- 
tance of soil fertility. But it is common in places where the transition 
is being made from abundance of land to scarcity of land, especially in 
North America and in Africa, and where life farmers have not yet 
been forced into permanent settlement on the same area of land, with 
the maintenance of soil fertility as a prime condition of existence Tn 
these conditions reformers are particularly keen to be able to control 
the farmers* practices, especially with regard to soil conservation, and 
to crop rotations and fiillows. They are aware that the landlord 
exercises such controls in the more advanced leasehold systems, and 
they therefore hanker after such systems. It is doubtful how far it is 
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desirable to try to improve farming practices by compulsion rather 
than by education. But, in so far as it is practicable it can be done as 
well by law as by trying to introduce a highly advanced type of lease- 
hold contract into conditions to which it is foreign. Bad farming can 
be made an olfence, punishable by fine or by dispossession, and 
agricultural officers, or tribunals, can be established in each district 
to lay down standards and to try cases, much as the landlord would 
do, but with greater knowledge (in most ca^es) and impartiality. Also 
good farmers can be rewarded, e.g. w’lth prizes or with bonuses. 

Fragmentation results usually fn>m a system of inheritance which 
allows each of the farmers’ sons (or daughters) to leceive a piece of 
the farm when the farmer dies. To ensure fairness when the farm is 
being broken up, each son receives several pieces, such as a piece near 
the river and a piece far from the river, a fertile piece and a piece use- 
ful only for grazing, a wooded piece and a barren piece. After this 
has gone on for some generations each farmer’s holding of land is in 
several small pieces, which may be widely distant from each other. 
Fragmentation causes waste in several ways. A lot of labour time is 
wasted in travelling from one plot to another. Secondly, distant plots 
cannot be supervised as easily as the nearer plots; they may therefore 
be less productive because of greater liability to disease, or less care, 
or greater liability to theft, and because they are less productive may 
receive still less care. Thirdly jl may be necessary to duplicate capital 
on some of the holdings, c.g. equipment, or cattle Malls, or water 
troughs, because of the distances between the holdings. And fourthly 
if the plots are very small it may be difficult to work them with 
ploughs, difficult to protect them from one’s neighbours’ weeds, 
difficult to make experiments which one’s neighbours distrust, and 
impracticable to provide space for wells, buildings, or other capital 
Much land may also be wasted in boundaries. 1 hc*major loss, how- 
ever, is in time. Hence, where labour time is scarce, the farmers are 
glad to effect an exchange of pieces, which consolidates each farmer’s 
holding into a single piece. Many countries have passed legislation to 
effect such transfers compulsorily in areas where a majority of 
fanners indicate their desire for consolidation. On the other hand, if 
labour time is abundant, as in over-populated countries, consolida- 
tion adds much less t<f output, and the farmers are usually unwilling 
to bother with a consolidation scheme. 

It is possible to prevent fragmentation without resorting to* lease- 
hold tenure. Fragmentation does not occur under a system of primo- 
geniture. But even without primogeniture fragmentation does not 
occur if it is the practice for the heirs to administer their inheritance 
jointly, and without breaking up the unit. It is no more difficult to 
administer a farm jointly than it is to administer a shop, or a manu- 
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facturing business, or any other inheritance which it would be un- 
economic or even impossible to break up into pieces. If fragmenta- 
tion is taking place, and is causing significant waste, a law can be 
passed to pt event agricultural land from being broken up into units 
of less than a stipulated minimum size (say five acres), without the 
permission of an agricultural tribunal constituted for the purpose. In 
this, as in other matters, if it is desirable to restrict the farmer’s rights 
over his land, this can be done by establishing impartial tribunals, 
and without resort to landlordism. 

Debt affects output adversely when it is so heavy that the fanner 
is virtually working for the moneylender. There are many countries 
where Ihe farmers are so heavily in debt that they cannot afford to 
make the annual interest payment and repayment of principal which 
are due. The moneylender then takes from the farmer whatever the 
farmer produces, le^s the bare subsistence needed by the farmer. 
Farmers in this position have no interest in adopting impioved 
practices, for the whole or most of the benefit would go to the money- 
lender. When this situation becomes widespread, as it often has, the 
government may have to step in and reduce the debts within manage- 
able limits, in order to give the farmer some incentive. Many countries 
have established tribunals foi this purpose. It is not enough, however, 
merely to reduce the debt, j1 the farmer will promptly get himself back 
into his previous thraldom. Small farmers have a very high propen- 
sity to get into burdensome debt. This is mainly due to the risks to 
which they are subject- of flood, drought, low prices, epidemic 
disease, and wnatnot. It is also partly due to their own improvidence, 
but It IS often just as much due to the deliberate policy of the money- 
lender. If the tarmer owes more than he can pay, he is ripe for ex- 
ploitation: the moneylender may compel him to sell all his market- 
able produce tlfrough the moneylender’s agents, or to buy all his 
requirements in the moneylender's shop, in either case at unfavour- 
able prices. Or the moneylender may drive the farmers bankrupt, 
buy their land cheaply, and take extortionate rents. To some extent, 
therefore, farmers get into debt because moneylenders deliberately 
make it easy to get into debt, so as to exploit them, and a government 
may well think it necessary to take counter measures to prevent the 
farmers from getting into debt. 

The only way to prevent small farmers from getting excessively 
into 3ebt is to make it difficult to borrow, by denying the protection 
of the law to the security on which farmers would otherwise borrow. 
Thus, in several countries a farmer’s land cannot be sold for debt; 
it is thus not a marketable security, and moneylenders will not 
advance money on it. Other countries will not give legal recog- 
nition to crop liens; for example, in Uganda the law says that an 
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African's cotton must be sold in a licensed market, at not less than 
the price stipulated by the market authorities, and that cash for 
the full amount must pass from the buyer to the seller at the time 
of the transaction — ^provisions which make it dangerous to advance 
money to a farmer, unless you can stand over him on market day, 
and extract the cash from him as he sells his cotton. The Bechuana- 
land Protectorate goes even further; the courts will not enforce shop- 
keepers’ debts against Africans — so the shopkeepers do not get 
African farmers into debt. 

It is not enough, however, to prevent the farmers from borrowing 
from moneylenders, since farmers have legitimate needs for loans. If 
the private moneylender is going to be excluded, it is necessary that 
other institutions be created to meet legitimate needs. Actually, the 
farmer probably needs insurance, even more than loans. Much debt 
is due to misfortunes of a statistically foreseeable nature —to sick- 
ness, or the cost of a wedding or a funeral, or fire, drought or 
hurricane, or accident to livestock. Such events happen regularly, and 
are not really suitable for loans, since if a poor farmer has to borrow 
to pay off the cost of an illness, or to replace crops lost in a hurricane, 
it is most unlikely that he will be able to save enough out f»f future 
harvests to be able to pay otf the debt. All sucli statistically fore- 
seeable e'X'nls should be covered by insurance. I’he obstacle to this 
is tlic cost of insuring large numbers of people for small sums of 
money. Some govcinments of under-developed c\)i;ntries aic never- 
theless starting compulsory insurance schemes, e.g. hiiriicanc in- 
surance in Jamaica. Where the faimcrs to be insured arc all liable to 
much the same risks, the cost of administeung the insurance is 
minimized by raising the revenue out of general taxes on farmers, 
instead of making an individual assessment of each farmer. 

Besides insurance, the farmer aho needs credit, The cost of lend- 
ing to small farmers has been greatly reduced by the invention of the 
village co-operative society. The cost of lending lies in the cost of 
acquiring information about the borrower's credit status, in the cost 
of collecting instalments, and in the cost of keeping an eye on his 
movements. If a commercial bank were lending money to faimers, in 
sums of fifty pounds or less, these costs might easily amount to the 
equivalent of a rate oWnterest of twenty per cent per annum. 1 o the 
members of the village, however, these costs arc very small; they 
have known the bonower and his character all his life, a id fie lives 
among them so that they are able to follow all his fortunes — which 
they do anyway for their own pleasure, whether he bi arrows money or 
not; hence village societies are able to lend at a cost of five to eight 
per cent above the rate at which they borrow. Such societies need to 
be small: a unit such that every member knows every other, or else 
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the main advantage, of costless information, is lost. And they also 
usually need some supervision by government officers, since the 
members have usually inadequate experience of running the affairs of 
an organization and looking after its money. Moreover, the society 
runs with the least bad debts when it is tied in with the agency which 
markets the farmer’s crop; for arrears and bad debts are avoided 
when the sums due from the farmer can be debited automatically 
against his crop. 

Co-operative credit societies have had great success in most of the 
under-developed countries of the world. Their emphasis, however, 
has primarily been upon encouraging small farmers to save, and 
providing a cheap banking mechanism. Farmers, however, need much 
more capital than they can afford to save. If funds can be obtained, 
whether from taxing the farmers themselves or from other sectors of 
the economy, or Irom external sources, the co-operative credit 
society is an excellent channel through which to make them available 
to small farmers. There is a world of difference between the attitude 
of farmers who are heavily indebted lo moneylenders, and that of 
fa’^mers whose debt is kept within manageable limits by a credit 
system which they help to manage for themselves. 

Wc come now to the question of the scale of farming operations. 
This question is much debated by land reformers. There are countries 
where large estates, worked b> paid labour under direction, aic being 
broken up, and converted into .small farms And there are other coun- 
tries wheie the small faimcrs are being compelled to join their lands 
together to form big estates, operated as collectives. 

Large scale agricultural opcialion* are more efficient, and show 
more rapid economic growth than small scale operations, if there is 
economy in mechanical cultivation, or in large scale control of irriga- 
tion, of seeds, of disease precautions, of processing, or marketing. 
There is almost always some difference in favour of large size — 
interpreting this to mean say units of not less than 300 acres of 
arable land or its equivalent (beyond say 1,0(X) arable acres the dis- 
economies of management soon show upl —but the extent of the 
difference depends partly upon the nature ol the crop and the land, 
and partly upon the amount of effort which is made to organize 
around the small scale farmer services which*mainlain his efficiency. 

Let us deal first with mechanical cultivation. In the first place, 
mechanical cultivation is not economic unless there is a shortage of 
labour relatively to capital. If labour is supcr-abundanl, as it is in 
India or in China, the main effect of introducing mechanization is to 
create still more unemployment, at the cost of using up scarce 
foreign exchange to import the mechanical equipment and its fuel. 
In such a situation the objective of economic policy is to maximize 
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output per acre, and not output per worker. Mechanization will 
increase output if it enables land to be brought into cultivation which 
could not be cultivated by hand methods, because the soil is too 
heavy, or because weather or climate leave too little time to get the 
work done by hand. This is a valuable contnbution, but apart 
from this it is more usually the case that hand cultivation is more 
productive per acre than mechanical cultivation because it is done 
with greater care. Mechanical cultivation is also economic in 
surplus labour countries in so far as it releases for human use land 
which is otherwise required for feeding draught animals; this 
depends on the cost of machinery and fuel on the one hand (which 
probably have also to be imported) and on the value of the crop 
released in this way on the other hand. It also depends on whether 
the peasants would in fact keep fewer animals if they were no 
longer required for work. It is difhciill to be ceitain how' tins cal- 
culation would work out for China, but it seems fairly clear that in 
India, where cattle play also a religious role, mecharii/ation should 
at present be only marginal to agricultural policy. The rcveisc is the 
case where land is super -abundant, as in some parts of West A.fnca, 
Here the objective of pohey should be to maximize net oiMput per 
worker, and not per acre. In general, economic growth CTeates new 
demands for labimr outside agiiculture, and reduces tin pioportion 
of the population which can be spared for agricultuie. Mechaniza- 
tion simultaneously reduces the demand foi labour in agriculture, 
and increases output per worker, by enabling each worker to cultivate 
more acres. It is a necessary part of economic growth where labour 
is scarce, but is only marginally relevant where labour is abundant. 

Given that (he relative scarcities of labour, land, and capita! arc 
such as to justify meclianization, the feasibility of mechanization 
depends next upon the land and the crop. Mechanical cultivation is 
appropriate if the land is flat, is used for annual crops, and is not 
easily leached. Hilly land is not suitable for mechanical cultivation, 
and might from this point of view |ust as well be in the hands of small 
fanners. Land planted permanently to grass, or to trees, also does not 
require mechanical cultivation, 1‘herc is also doubt about the wisdom 
of mechanical cultivation in countries which are subject to extremes 
of heat or of rainfall, ^hesc qualihcations restrict the area to which 
mechanical cultivation applies. In this area there is advantage in 
having farms of such a size that it pays the farmer to keep nechanical 
equipment; that is to say, it seems that in arable cultivation in 
temperate climates farms of less than 100 acres arc at a disadvantage, 
and arable farms of 3(X) or 400 acres are often the most economic in 
Western Euiope. 

Mechanical cultivation can in any case be combined with small 
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farming if the machinery is owned by a central agency which cul- 
tivates the land for the farmers in return for a fee, while leaving each 
farmer to plant, weed and reap on his own account; the pciformance 
of mechanical operations by central machinery owning agencies has 
been successful in many parts of the world, The condition for success 
is that the farms be neither too small nor too big, say between twelve 
and fifty acres. For if they are too small, the machine does most of 
the work that the farmer would otherwise do for himself, and it is 
cheaper for him to do the operations for himself than to pay for the 
macUne. While if the farm is large enough, there is enough work to 
justify the farmer in having his own machines. It is particularly con- 
venient for the farm to have its own machines available just when it 
wants them, instead of having to wait in a queue. This has been one 
of the major obstacles to the success of co-operative ownership of 
machinery by farmeis: the difficulty the farmers have in agieeiiig on 
who gets the machinery when- a difficulty which is perhaps more 
acute jn countries where the weather is changeable and unreliable, as 
in Western Fuiope, than it is in some other parts of the world. Many 
governments have taken the initiative in organizing machinery pools 
under government or co-operative ownership, or in er<couraging 
pnvate entrepreneurs or large farms with surplus machinery to pro- 
vide small farmers with machinery service, in return for a fee. These 
schemes have had reasonable success, in areas where the farms arc of 
appropriate si/e; but the cost of cultivating a large fcitile plain 
mechanically is almost always lower if the plain is operated in farms 
large enough to own theii own machinery, than if it is split up into 
small farms, however efficiently one may try to organize the opera- 
tions of a central machinery agency. 

Much the same sort of analysis applies to marketing operations, 
though it is in pfecticc much easier *o disintegrate marketing than to 
disintegrate mechanical operations. For there arc always middlemen 
willing to buy produce from the farmer in small quantincs, and to 
bulk the produce of several farms in order to perform such process- 
ing or marketing operations as are most ecoporoically performed on 
a large scale. However, though middlemen aie always available, their 
services are evt rywherc complained against, and investigated, on the 
grounds that they arc inefficient, or too nun^erous or monopolistic. 
Inefficient service, where it exists, can usually be prevented by a system 
of inspection, such as is involved in compulsory grading. Excessive 
numbers result usually from imperfect competition, excessive 
numbers may be able to make a living under the shelter of a minimum 
margin, which they agree tacitly or openly not to undercut; or again 
excessive numbers may survive if each has his own area— his particu- 
lar group of farmers tied to him by debt, or by sentiment, or by zoning 
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regulations enforced by law. The simplest remedy in this situation 
is usually the enforcement of competition — by cleaning up the debt 
situation, or by ending the zoning, or by prohibiting price and market 
sharing arrangements. But there are also cases where monopolistic 
organization is genuinely more efficient than the competition of many 
small middlemen, as for instance where processing is most economic- 
ally done in large factories. Here the remedy lies in co-operative 
marketing, or in price and profit controls >n private middlemen, or 
in state marketing agencies. 

The success of co-operative marketing depends upon the quality 
of the private entrepreneurship with which it competes. The co- 
operative is sometimes able to sell a better product than the middle- 
men do, but this IS only if the middlemen arc unusually inefficient 
in arranging the bulking and grading of the crop, or in offering 
adequately diffcicntiated prices for supeiioi giadcs. This in turn 
would probably be a sign of lack of competition amongst them. 
Conditions are most favourable to the success of co-<'»pcrati\cs if 
lack of competition between middicinen is causing tliem to be 
inefficient, oi to be excessively numerous, or to take too high a 
margin; for if the middlemen arc efficient and compctitivcHhey can 
usually outbid the co-operative orgam7auon because of their 
greater flexibility. This is not to say that co-operatives must succeed 
in monopolistic conditions. In such conditions the middlemen may 
*gang up’ against them and use all the usual li icks of would be mono- 
polists— the price war, exclusive dealing arrangements, and so on; 
and the co-operatives nuy not be able to survive thc^c tricks unless 
their members aie men of sufficient cJucaiiiin and substance to be 
able to hold on. Or the scale on which the marketing has to be done 
may be be>ond the control of co-opera lives, small farmers can run a 
small cotton ginnery for themselves, but it is not ea^ for them to run 
a large modern rice mill or sugar factoiy as a co-operative. This is 
why co-operative marketing has succeeded best of all among farmers 
operating on a fair scale — say farms of thirty acres or more. When 
the farmers arc on the three to twenty acre level, the range of what 
they can co-operatively oo is limited — eggs, milk, and a few other 
crops not requiring elaborate processing Outside that range their pro- 
tection from monopohstic practices among middlemen rests either 
on legal controls or upon the creation of statutory marketing agencies. 

Other operations can also be disintegrated, besides nechanical 
cultivation, and marketing, with greater or less success. Irrigation 
can be controlled by a separate w'atcr agency. Seed control is harder 
to effect, but can be ensured if a co-operative or state agency main- 
tains pure seed farms, and if the farmers are persuaded or com- 
pelled (as they are e.g. in Uganda) to plant only seeds supplied by 
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these farms. Precautions against infectious diseases of plants and 
animals are harder still; but these also can be enforced by law or by 
persuasion. It is too much to expect the small farm to be as efheient 
as the large, but it can hold its own provided that it is buttressed by 
a network of other agencies, responsible for machinery, or seeds, or 
credit, or water, or marketing, or control of infectious diseases, or re- 
search, or whatever else it may be that needs to be done on a large 
scale: merely to recite the network is to explain why small farmers are 
not competitive in many fields of agriculture, since there arc so many 
fields where the necessary network is simply not provided. And even 
where the network is provided, the small farm is almost certain 
to be slower in adopting improved techniques than is the well run 
estate. Some estates are run badly, especially if they have been in the 
same family for generations, and are regarded as a mark of status 
rather than as commercial enterprises. But the well run estate will 
adopt new types of crop, or livestock or fertilizers or disease controls 
in a fraction of the lime which it takes to persuade or bludgeon small 
farmers into widespread acceptance. 

This analysis so far has thrown up the weaknesses of small scale 
agriculture, but there are also some substantial points in its favour 
which in appropriate circumstances make it more efficient than large 
scale agriculture, even on the economic tests. 

First comes the fact that small farmers cultivate the land more 
intensively than large farmers. There arc a number of cases where 
product per acre is higher on the large farms, e.g. sugar; especially 
where new varieties, new^ methods or new fertilizers are being 
adopted more rapidly by the larger farmers. But there are also many 
other cases where product per acre is higher on the smaller farms, 
mainly because the small farmer, having a small area to handle, 
cultivates it murco intensively, I’his is almost uni\crvaliy the case in 
European agriculture, and similar results are reported from other 
continents. If labour is much more scarce than land, the object of 
policy is to use a system which maximizes output per head, rather 
than output per acre, so full employment industrial countries which 
are in a position to import food cheaply are bctl<*r served by large 
scale agriculture, using machines, and maximizing output per man, 
than by small scale agriculture with its low uu^ut per man and high 
output per acre. On the other hand, in those Asian economies where 
labour' is abundant, small scale agriculture has the advantage of 
using most intensively what is most scarce, namely land. A good deal 
of emphasis in the land reform movements, wnether in Latin 
America or in Asia, is upon the more intensive use of land which 
would result if some of the large estates were broken up and conver- 
ted to small family farms. 
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Next, the family size farm has over large scale farming the advan- 
tage that the farmer woiks harder and more carefully than the hired 
agricultural v^orker As Arthur Young said, after observing the 
opeiations of the F rench peasantry ‘the magic of property turns sand 
into gold’. This may appear to conflict with what we have said 
earlier on the danger of peasants impovenshing their soils, but as we 
pointed out there, this danger is found only in places which are in 
transition from abundance to scarcity ol land In countries where 
land has been scarce foi many centunes, e g in China or Java or for 
that matter in part 3 ol Africa, the farmers have learnt to treat their 
soil lovingly, and to mainUin its fertility. I he superiority of peasant 
farmers’ work over hired labourers' work is greatest in types of 
agriculture whi«L,h are not labour intensive, since types wh»ch use a 
great amount of labour per acre can afford to pay for adequate 
supiervisioD (this diilercpce is much the same as the dificrence be- 
tween free and slave labour 10 wluch we referred m an earlier part of 
this chapter) 

1 h*s brings us to the third advantage of small scale farming which 
is that it does not make large demands upon supervisory staff If such 
staff IS available, aud can be in in agocullural extension service 
It will yn 1 1 pIciiUbil ri Milts, but if <uch staff is Jiincuh to rccnnl and 
expensive, as is the case in most under dtvelopcd countries, peasant 
agncultuic san get along with whatever is available Ibis is not the 
case with large ^calc agncullure whose tfliciency stands or falls by 
the quality 01 its management The managerial pioblcm so severe 
that It puts sharp hmits upon the economic si/c of the farm though, 
as wc have said, a 1 1 ropcan farm of 300 arable -icrcs is more 
efficient than one of fortv acres, a farm of 1.000 arable acres is not 
noijctahly more efficient than one ol 300 acres, and efficiency may fail 
sharply as ci 7 e rises beyond these limits Most «f the attempts to 
establish giant faims, whether to grow grain in Russia, or to grow 
groundnuts in Tanganyika, have railed tor this simplt reason In 
countries inhere sopenoi agricultural skills are scarce it is often more 
effective to use what there is in schemes for improving peasant pro- 
duction than to use il for launching new large scale agricultural 
enterpnses 

B«vond these economic considerations he also social considera- 
tions which would make many people p**efer the family size farm 
even if larger operations could be proved to be more ec molnic. As 
we have seen in an earliei section, large scale enterprise tends to 
bnng with it disputes between employer and employed ; moreover, 
land owneiship carries with it such political and social prestige or 
power that the concentration of land ownership in a few hands is 
deplored by most people. There is a school which sees the way out of 
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these difficulties in collective ownership of the land, either by the 
state, or by fairaers* co-operative societies We have already dis- 
cussed these foiDib of organization in section 1(f) of this chapter. 
State farms exist in some countries, but the substitution of the state 
for the pnvate employer has not noticeably diminished industnal 
disputes Collective farming, if run on a democratic basis by the 
farmers themselves, has greater attractions^ as a social form, but large 
scale co-operative enterprises run by the woikers themselves have 
seldom been successful in history, for reasons whuh we have already 
seen. There is evtr>thing to be said for persuadinp small groups 
of farmers to experiment m collective management, and if the 
groups are kept small —to sav not more than five or six families — 
many of them will prove successful But it seems improbable 
that there is much future m dcmociatic rountnes for large 
collective farms involving whole villages of say a hundred families 
or more 

The desire to combine indnidual entei prise w^th large scale 
efhci'^ncy has kd to expenmtnts ir* tenures involving some foims of 
compulsion In the classical evamph , whuh is the Cie?)ra cotton 
plantations in llic Sudan, the lind is split loto small amts whtch each 
farmer cultivates on hi^ own account, out the farmer i^ subjected to 
various controls His land is ploughed foi him mochamcaDv, he has 
to plant the seed he is g.ven in the i orations he is told, to fertilize and 
cultivate as iccommcnaed, and to hand over the crop for proi^ssmg 
and marketing h> ths central agencs whKh luns the *cht me The case 
for compulsion is that it cmuies e\cr increasing efficiency, whereas 
if tlie services offered by the ag^ncv wtic voluntarv miry farmers 
would plant infuior >eeds c»r would cultivate or r i'’ktt m ways 
which forfeited the id vantages of ia gc scale orgum/ation Com- 
pulsion combines tiie advantages of p inidtvm sue v uh the advan- 
tages of family sue, on the other hand it docs only by partly 
reducing the status of the cultivator from that of independent farmer 
towards that of labouier acting under orders 

Gezira is only the extreme case of a range U is not unusual for 
farmers to hold their land on condition that tne> observe certain 
covenants Probibly the best line of approach in count lies based on 
peasant agnculture is to begin bv offciing a n#twoik of voluntary 
services, and to convert such services from a volunt^»^ to a com- 
pulsory* basis (compulsory use of improved seeds, compulsory col- 
lective marketing, compulsory soil conservation) only when the 
majonty of the fanners having grown used to the central agencies the 
coercion of the dissident minority is possible without alienating 
general farm support. 

So much emphasis is laid in conttmporary literature upon ques- 



136 


THE THEORY OF ECONOMIC GROWTH 


tions of agricultural organization that it may be as well to end upon a 
dissenting note. It is of the greatest importance everywhere that 
farmers should hold their lands on terms which give them security 
and incentive, and it is also of the greatest importance to have 
adequate institutions for making capital available. These questions 
apart, far too much emphasis is placed in current discussion on other 
institutional matters — especially fragmentation, size and marketing— 
and much too little upon other mean." of increasing efficiency — 
especially water supplies, seed farms for improved seed, fertilizers, 
and agncultural extension services. One gets the impression from 
much of the discussion that not much can be done to increase 
agricultural productivity without vast institutional changes in the 
countryside. This is not so. The typical farm in Japan is still only 
between two and three acres in size; nevertheless productivity per 
acre on these farms is two to three times as great as in other parts of 
Asia. Productivity per acre in Japan increased by nearly fifty per cent 
in the thirty years before the first World War, and had doubled by 
the middle 1930's, without significant changes in the size of farm. 
The secret of rapid agricultural progress in the under-developed 
countries is to be found much more in agricultural extension, in 
fertilizers, in new seeds, in pesticides and in water supplies than in 
altering the size of the farm, in introducing machiner)\ or in getting 
rid of middlemen in the marketing process. (In any case increasing 
farm size and introducing machinery are doubtful policies for over- 
populated countries.) The present institutional framework is in 
most under-developed countries (but not all) quite adequate for an 
enormous advance in productivity by means of the introduction of 
improved technology. Indeed the best hope of raising the standard of 
living in most of these countries lies in the fact that the backwardness 
of their agricultural techniques makes possible spectacular advances 
in production at relatively low cost. We shall come to these matters 
in Chapter IV. 

(e) Cottage Industry 

Every community has some part of its population specializing 
in producing manufactured articles as independent producers. 
The proportion seldom falls below five per cent, even in the poorest 
economies, unless the economy becomes very dependent on foreign 
trade, These craftsmen are engaged first and foremo^'t in 'making 
cloth, which is everywhere man’s next requirement after food; 
and there may also be workers in wood, in leather, in metal, in 
raffia, in clay, and in such other materials as are available. Some of 
the work may be of exquisite craftsmanship, for use by princes or by 
A'” rich men, but most of it is just ordinary work for ordinary people. 
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In Western Europe, where the industrial system began, the factory 
system sometimes grew out of cottage industry. The crafts sometimes 
provided a reservoir of skill. And the domestic or ‘putiing-out’ 
system was sometimes a stage between the individual's workshop and 
the factory. This was not always «o. For sometimes the factory was 
based upon a machine which rendered the old skills obsolete. And 
sometimes its owners deliberately looked for labour in places where 
they could avoid the high wages or the restrictive practices associated 
with the craft. There is no necessary evolution from workshop to 
factory. The new as often challenges the old, and destroys it 
altogether. 

Many people are anxious to preserve the independent craftsman 
from destruction by the modern factory for the same reasons that they 
prefer small scale proprietorship to large scale systems of farming. 
Looking at the mattci in economic terms, there is also a striking 
similarity in the conditions of sursival. That is to say, in industry as 
in agriculture, there are some technical conditions which favour large 
scale more than others; these apart, the survival of small scale efforts 
also depends upon surrounding the producer with a well organized 
network of services, operating on a large scale. Whether we are 
interested in agriculture, or m industry, in mining, in transportation 
or in retailing, we shall always find that some spheres offer more 
scope than others to small scale enterprise, and that in addition the 
success of small scale operations even in these spheres depends upon 
a proper organization of marketing, of credit, of research, and of 
education, all of which need usually to be done on a large scale. 

Cottage industries are mc'rt likely to survive, in the first instance, 
to the extent to which they are a part-time occupation. Farmers and 
their wives are fully occupied in agriculture only for a part of the 
year. If they spei^J the rest of the year manufacturing in their own 
homes, largely for themselves, their costs of production, in terms of 
allernativcs foregone, are so low that they can stand very severe 
competition. In practice, the greater part of the output of cottage 
industries is produced by full-time specialists, and not by agricul- 
turists in their spare time. However, some social workers in the 
village improvement campaigns are persuading farmers’ wives to 
take up handicrafts in their spare time. 

All handicraft production has the advantage, compared with 
factory production, that it economizes two scarce factors, capital 
and supervisory skill. Capital is very scarce in under-developed 
countries, and so those which have abundant resources of labour, 
relatively to land and other resources, are wise to develop methods 
of production which use labour rather than capital. Factory produc- 
tion also calls for a great deal of supervisory skill, in the shape 6t 
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foremen, engineers, accountants and the like, and such skill is also 
in short supply. These disadvantages of factory production may be 
offset by the superiority of machine production. The machine may be 
superior either in terms of the quality of the work, or in terras of the 
quantity of labour required. Quality superiority shows where the 
product has to be standardized, and made m precise sizes, or shapes 
or patterns. Here the machine is often more precise than human 
hands and eyes, and in such work it quickly supplants the handicraft 
worker If on the other hand questions of precision do not arise, the 
competition is then mainly in terms of labour cost. Some machines 
are much more productive than others in this relative sense. Thus the 
loom used for weaving in factories is not essentially different from the 
loom used m the home, but the factory machine used for spinning is 
immensely more productive than the spinning wheel used in the home. 
Accordingly, home weaving continues to be economic long after 
spinning has disappeared into the factories. 

Small scale production, whether in the home, or in the small work- 
shop, is best able to survive in industnes where there is no mass 
standardized demand Once there is H^maiid it is profitable to 
invent highly specialized machines 6o thr the dis- 

appearance of the smallest units is then onl ' tt ‘i i.f i::nc lit sides, 
as we have just seen, if standaidization is •. . tr purchase, the 
handicraft worker is at a disadvantage, CM. c/ ^ nh machine, 
cither because he cannot control his own o,ii, ''actly, or because 
of the difficulty of getting other handicudt v^v'kcr. to produce 
exactly the same article as himselt. so th. t * eo 'rput may be 
bulked and sold in quantity I ack of siiM'daidizatior. one draw- 
back to the marketing of handicraft pu». els, as lias been found by 
those who have tned to sell such product »n markets of Britain 
or the United Slates. The chance of survival greatest where the 
commodity is bought in small numbers; and where there is advan- 
tage in the fact that no two pieces are exactly alike. The consequence 
is that the sphere for individual production is very narrow. There is 
room for artistic work in textiles, in wood, and in precious metals, 
but the mass demand for textiles, for footwear and for metal goods 
must be expected to pass to the factories. 

The prospect of sm^ali scale industry depends, next, upon improve- 
ment of its techniques. Often the tools in use have not changed for 
centuries, and it is possible to improve them very substantiallyt in the 
light of modem experience, without altering the basic skills required 
by the craftsman. Just as in small scale agriculture, there is room for a 
government research agency, to experiment in improving techniques, 
and for an advisory service to spread the new knowledge among pro- 
ducers, so also, in small scale industry, efficiency and the prospect of 



ECONOMIC INSTITUTIONS 


139 


survival are much enhanced if there are agencies charged with 
experimenting in improving the craftsmen's tools and techniques, and 
with spreading the new knowledge amongst them. Improvements in 
technique are not confined to equipment; the craftsman can be intro- 
duced to better materials, e.g. for dyeing; or to ways of testing his 
materials; or of ensuring greater accuracy or standardization. Of 
course, the greatest revolution which has been made in techniques 
is to attach small electric motors to the craftsman’s tools, and to 
connect them to electricity; this alone multiplies output per man. 
But in most under-developed countries it is simply out of the question 
to carry electricity into many villages. 

Next comes the organization of marketing and of finance. The 
craftsman cannot afford to hold stocks of materials, or to produce 
finished articles for stock. If he works to customers’ orders only, he 
will as likely as not subject to much irregular unemployment. 
Production is most economically organized if there is a middleman 
between the craftsman and the final consumer. The middleman can 
carry stocks; can arrange for bulk display in shops, in order to widen 
the market: can arrange to have several craftsmen producing identical 
articles, if the market requires standardization; and can arrange for 
the work of different craftsmen to be assembled, if the article is one 
which lends itself to specialization and assembly. Such work is often 
done by private middlemen, but it is generally thought that the 
middlemen are able to take advantage of the craftsmen, by getting 
them into debt. In these days, therefore, goveinments are creating 
agencies to perform these functions, sometimes in conjunction with 
the functions of research ir^o new techniques, and advice. Probably 
the best results have been achieved in Indonesia, where successive 
governments have put considerable effort into improving and organ- 
izing the handicraft trades, through agencies specially created for the 
purpose. 

Indonesia has excelled in reorganizing old trades, but Japan has 
excelled in organizing new trades on a cottage industry basis, with- 
out, indeed, the government having much to do with the matter. In 
that country the ‘putting out’ system seems to have taken firm root, 
private merchants supplying materials to craftsmen to be worked up 
in their homes, or in small workshops, t he system is specially famous 
for its extension into trades where a commodfty has to be made in 
several parts; the parts are put out to individual craftsmen, or to 
small workshops, working to detailed specifications, whereafter the 
assembly is done in central factories. Thus, many commodities are 
being made by Jc^yanese craftsmen today which were totally unknown 
to their forefathers. The survival of small scale production depends 
upon continuous enterprise of this sort, bringing new comme^ties 
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within the range of the system, for small scale industry must contract 
if it depends only upon age old products, since most of these will 
disappear into factories sooner or later. 

The measures we have discussed so far have been for making 
cottage industry more efGcient, rather than for protecting it against 
factory competition. Most people would agree that cottage industry 
should survive in so far as it can be made to compete on an economic 
basis with factory industry, and this is the case for having a systematic 
programme for research into techniques, for the improvement of raw 
materials, for capital, and for superior marketing arrangements. 
Protecting cottage industry is quite a different question; some 
governments have embarked on this, and it merits special con- 
sideration. 

The problem has significance only in those countries where 
there is surplus labour in agriculture and in cottage industry which 
cannot be found full employment for lack of land or capital re- 
sources. It is then arguable that the real cost of using labour in cottage 
industry is zero, whereas factory production uses scarce capital and 
supervisory skills. If the cottage workers were willing to work for 
whatever money income they could get, however low, copipetition 
on the basis of price would yield the right result. In practice, however, 
they hold out for a subsistence income, and the prices they charge 
may exceed the real social cost. Hence whatever the difference in 
money cost may be, the difierence in real cost favours the cottage 
industry. Obviously no such argument can be applied in countries 
where labour is relatively scarce. If this argument has validity, it 
is an argument for the more crowded parts of Asia, and not an argu- 
ment for Africa or for Latin America. 

Let us now consider the validity of the argument in countries where 
there is surplus labour. The point can be illustrated by a numerical 
example. Suppose that there are 100 cottage workers. And suppose 
that large scale industry could produce the same output by having 
ten persons continuously engaged in making, maintaining and 
replacing machinery, and thirty persons using it in factories. (There 
is also an interest cost on the capital involved, but this does not come 
into the argument of this paragraph.) Then, if the demand is the same, 
the establishment of factories would mean that forty people would do 
the work formeily d6ne by 100, and that sixty would be reduced to 
destitution. The validity of the conclusion depends upon the assump- 
tion that the demand is the same. If, on the contrary, the demand in- 
creases by sixty per cent, there will be work for everybody if forty 
work in factories and sixty in cottages; and if the demand increases by 
150 per cent, there will be work for everybody in factories. The cot- 
tage industr) argument is therefore just a part of the general argument 
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about technological progress. If productivity increases faster than 
demand, unemployment is created; but if demand increases faster 
than productivity there is either inflation or increased employ- 
ment. 

The moral is simply that measures to increase the productivity of 
manufacturing industry (whether cottage or factory) must be 
paralleled by measures to increase the demand for manufactured pro- 
ducts. This demand comes only to a small extent from industrial 
producers themselves, who are only a small proportion of the popu- 
lation of such countries. It comes to a greater extent from all other 
classes, of whom the farmers are far and aw^ay the largest category. If 
capital is being put into developing manufacturing industry while a 
country’s agriculture remains stagnant, the result is bound to be 
distress in the manufacturing sector, as factory and cottage workers 
compete for a limited demand. But if there is balanced development, 
with the productivity of the farmers growing rapidly, and the demand 
for manufactures correspondingly increasing, there is ample scope 
for investment in industry. Moreover, in over-populated countries 
industrialization to some extent depends upon developing an 
international trade in manufactures. The secret of most development 
problems is to maintain a pn^per balance between sectors, and we 
shall have more to say on this subject in later chapters (Chapter V, 
section Mb), Chapter VI, section 2(fl), Chapter VI I, section !(/>)). 

When all this is said, it remains true that in countries which have 
surplus labour, capital can be put to better advantage in the early 
stages of development by using it to expand transport and other 
public utilities, irrigation r ^d ( thcr agricultural requirements, and 
those forms of manufacturing where the advantages of large scale 
production are greatest — especially metals, chemicals, engineering, 
building materialsg-than by using it lo compete with what the cottage 
workers can do fairly well— especially the weaving industry. This is 
only a temporary phenomenon. If development is taking place the 
demand for cottage products will soon catch up with the supply, and 
there will be room for an expansion of factories without significant 
unemployment resulting. Whether in the meantime the establishment 
of factories in spheres where cottage production is most likely to be 
able to hold its own should be restricv.vely licensed is a moot point, 
depending on how effective the price mechanism is in reflecting the 
true social costs, and on how much confidence one can have in the 
way in which licensing is likely to be administered in the particular 
count! y. An ec(.^omic case can be made for temporary protection of 
certain cottage I'^dustrics, as a measure to prevent capital from being 
used wastefully, but not all economic cases deserve to have admin- 
istrative support 
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5. INSTITUTIONAL CHANGE 
to) The Process of Change 

/ So far we have considered social institutions solely from the point 
of view of their compatibility with economic growth. Now it is time 
to consider how institutions change, and whether change follows 
pre-determined paths. 

Perhaps it is as well to remind ourselves at the outset that econo- 
mic change does not result exclusively from changes in institutions. 
Economic growth may occur because of an increase in capital forma- 
tion, or because new technological knowledge becomes available, or 
for other reasons not originating in institutional change; a clear 
example of this occurs when foreigners bring new knowledge or new 
capit^. Growth originating in one of these factors is almost certain 
to cause institutional change. Alternatively, there may be institutional 
changes which do not originate in economic change, such as changes 
produced by religious, political or natural uphra\ais — the idea that 
all social upheavals have an economic origin amounts to thinking 
that men are motivated by economic interest only, and is palpably 
false. This section is confined to studying the nature the cguses and 
the effects of institutional change: but there is no suggestion that this 
is the primary or exclusive cause of economic change 

Our enquiry into the comnalibility of institutions and economic 
growth led to the conclusion that institutions promote growth accord- 
ing to the extent that they associate effort with reward, according 
to the scope which they allow for specialization and for trade, and 
according to the freedom they permit for seeking out and seizing 
economic opportunities. Now the institutions of different countries 
differ greatly in these respects. Also the institutions of any one 
country arc changing all the time however slowly or rapidly. They 
may be changing in ways which are favourable to growth, but they 
may also be changing in ways which restrict growth 

Probably the most important characteristic of institutions, from 
the angle of economic growth, is tlie amount of freedom to man- 
oeuvre which they permit. Once it is possible for people to seize 
economic opportunities, growth will occur, and as it occurs institu- 
tions will accommodate themselves so as to protect incentives and to 
encourage trade. Conversely, if opportunities are reduced, growth 
will decline and institutions will begin to be adjusted towards stag- 
nation. Suppose, for example, that gold is discovered in a community 
where all the institutions are unfavourable to growth— where there 
arc only rudimentary conceptions of property, where families arc 
self-sufficient, and where new activities cannot be started except under 
the strictest licence, which is seldom given. Then suppose that some 
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person — whether private individual or public official— is given a 
licence to mine the gold, to hire labour, and to import materials and 
staff from abroad. This is all that is needed to revolutionize in- 
stitutions. The families will cease to be self-sufficient; there will be 
an immense growth of internal and external trade; property relations 
will become subtle and complex; and so on. Given the chance to 
seize opportunities, men will in due course alter all their institutions 
accordingly. 

It follows that change reinforces itself cumulatively. Once econo- 
mic growth has begun, institutions change more and more in 
directions favourable to giowth, and so strengthen the forces making 
for growth. Alternatively, if the rate of economic growth begins to 
decline, institutions become less favourable to growth; monopolies 
are moie acceptable and more easily maintained, families b^ome 
more self-sufficient, vertical mobility is reduced, and social status 
plays a larger economic lole, even to the extent of a movement 
towards feudalism. 

it IS e.Tis\ i • s« c whv ihcrf are these cumulative processi s. The con- 
tinuance A fi social mstiluiion in a particu iai form depends upon its 
convenience, upon bchef u** its rectitude and upon force. If growth 
begins to occur, all these sanchons are erinled. I he institution ceases 
to be convenient because u stands m the way of oppoitunitics for 
economic advonceinent People then cease tc believe in it. Priests, 
lawyeis, economists, and other philosophers, who used to justify it 
m terras of iheir vanous dogmas, begin to reject the old dogmas, and 
to replace them by new dogmas raoie appropriate to the changing 
Situation. The balance of roiiticai power also alters. For new men are 
raised up bv economic growth into positions of v^ealth and status; 
they challenge the old ruling classes; acquire political power slowly or 
m more i evolutional > ways; and tl ow force beh»nd the new instead 
of the ancient fnslitutions. Once economic grov/th bfgins it will 
certainly ciode the old institutions, and credit new ones more 
compatible with further growth. In the same wav, when growth stops, 
the institutions w’hich suited an expanding economy are no longer 
appropriate. People cease to bwlicve m their , the piicsts, the lawyers, 
the economists and the philosophers turn against them, and the 
powerful groups who favour the quo aie able to enforce 

changes unfavourable to economic growth. • 

These cumulative forces work in the same way il the change starts 
not in the economic opportunities but in the institutions themselves. 
For then the v^ry fact that people become more willing or have more 
chance to sci^ opportunities will itself either create or reveal new 
opportunities to be seized; and the emergence of new opportunities 
will in turn reinforce the changes in beliefs and institutions. It is 
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because of this cumulative interaction of economic opportunities 
and of beliefs and institutions upon each other that it is usually so 
difficult to lay one’s finger on the ‘fundamental’ cause of change*— 
to say, for example whether in Western Europe in the thirteenth to 
sixteenth centuries it was growing economic opportunities which 
brought theological changes, culminating in Reformation and 
Counter- Reformation, or whether it was changing theological con- 
ceptions that permitted people to make use of opportunities which 
would have existed in any case. All such LNuestions are usually un- 
answerable. 

The adjustment of institutions to changing economic circum- 
stances may be a painful process. It is neither balanced nor complete. 
Change begins at some spot in the web of beliefs and relationships, 
and spreads outwards from there. Consequently some beliefs or 
habits in the culture are changed completely, while ofliers continue 
to be held firmly. The new and the old arc mixed ilJogically and in 
curious proportions, which differ widely from society to society The 
transformation is never complcU This is why western capitalist 
countries differ so much from each other even today. They retain 
pre-capital isl ideas in difierent proportions, and dillci in such matters 
as the closeness of kinship tics, equality ol opportunity, attfludes to 
private entrepreneurship, altitudes to private wcaltii, and many oihei 
matters, A society m which the acceleration of growth has occurred 
only in very recent decades always displays many ]nci)ngruiiics. 
People take a long time to adjust themselves to a money economy; 
to learn to lake advantage of opportunities expressed in mone> terms; 
and to Icain how to spend or how to keep money when they get it. 
They need a new pattern of morality, whicli may take a long time to 
be created; for they cease to live in a community where obligations 
are based upon status, and move into one where obligations are 
based upon contract, and generally upon market relationships with 
people with whom there arc no kinship tics. Thus a community which 
has hitherto been extremely honest may become extiemely dishonest, 
until people learn that honest service in labour or in goods has to be 
given even to perfect strangers in fulfilment of contracts expressed in 
terms of money. There has to be also a new sense of values; people 
no longer respect the old superior status; chiefs, grand-uncles and 
elders no longer comm'and automatic obedience. Leadership shifts to 
other directions, and much time may pass before the new leaders 
either command or deserve to command the same sort of respect as 
the old. The decline of the old morality is one of the more painful 
aspects of economic change, and it is one reason why the moralists 
and anthropologists are usually opposed to change, or at any rate, to 
rapid change, since they know that rapid change causes old beliefs 
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and institutions to disintegrate more rapidly than new beliefs and 
institutions can be integrated in their place. Another example of 
incongruity which excites much attention in these days is the lack of 
balance between birth and death rates which occurs shortly after the 
start of economic growth, causing the population to increase. (There 
is similar excitement when economic decline is accompanied by fall- 
ing population.) In a stagnant society birth and death rates are 
roughly equal at high levels. Then when economic growth begins, the 
death rate begins to fall; at first merely because the growth of 
communications and trade puts an end to local famines ; later because 
of improvements in public health measures and in medical treatment. 
The death rate falls long before the birth rate starts to fall, and in the 
interval population may double in anything from sixty to thirty years. 
It takes some time for people to realise that if they are going to con- 
trol death rates they must also control birth rales. (Wc return to this 
subject in Chapter VI.) 

Faced with the incongruities of change, many people have won- 
dered whether social change could not be regulated in a ‘balanced’ 
way, i.e. by preventing some beliefs and institutions from changing 
more rapidly than otheis. The answer seems to be that this is im- 
possible. A culture cannot be changed in ail its myriad aspects simul- 
taneously and in equal proportions. Some parts feel the strain more 
than others, and give vs ay, pulling others v^ith them in differing de- 
grees. We cannot always predict wlial will give way first, because this 
varies in societies according to their histoiy and traditions; neither 
can we predict what pans of the culture will be pulled along, or in 
what proportions. The only way to prevent unbalanced change 
would be to prevent all change, and this no one can do. 

Of course, while it is true that wc cannot foresee all the changes 
which will result from any particular event, it docs not follow that we 
can have no intliitiice whatever upon the course of change. For 
example, wc know that industrialization has resulted in the creation 
of urban slums in many countries in the past, but we also know that it 
is possible to have industrialization without slums if appropriate 
town planning measures are adopted. We know that in some other 
places it has been accompanied by vast migrations of labour from 
village to town and back, and we know that this also can be con- 
trolled and eliminated (Chapter IV, section 3(c) ). What is more 
difficult is to foresee how human attitudes will change, on such mat- 
ters as family relations, or respect for tribal authority, or religious 
observance, or the sanctity of contractual obligations. What some 
people fear is the disintegration of the old moral values as the new 
wine of economic growth pours into the old bottles of social stability. 
Presumably the extent to which old relationships disintegrate de- 
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pends partly upon how development is sponsored. If it is sponsored 
by foreign capitalists and governments, who show their contempt 
for the old political, religious and family leaders, it will erode 
established authority more quickly and effectively than if it is spon- 
sored under established leadership. The Japanese are sometimes said 
to have adapted Western capitalism to suit their own way of life, but 
it is doubtful whether this was a conscious process. The fact is rather 
that the sponsorship of capitalism by already existing Japanese 
leadership groups reduced to a minimuir the conflict between new 
ways and old authority. Economic growth has its least revolutionary 
consequences — in terms of its impact upon attitudes and social 
relations — when it is also least revolutionary in the class sense; that 
is to say when the new entrepreneurial leaders are accepted and 
sponsored by the old political, religious and social hierarchies. This 
is also the great difference between Asian and African reactions to 
economic growth. In Asia the old religious and political systems were 
tougher than in Afnca, and were not competeiy destroyed by the 
Western impact. Whereas, in Africa the European capitalists and 
governments have acted in opposition to, and with cc/Utempt for the 
established customs, religions and ways of life, wheiever these con- 
flicted with European interests, with the result of more extCns/ve dis - 
integration. 

Once institutions begin to change, they change m ways which art 
self-reinforcing. The old beliefs and relationships are altered, and the 
new beliefs and institutions gradually become more consistent with 
each other and with further change in the same direcuon. Neverthe- 
less, it is not the case that growth, once started, will go on forever, 
or that decline, once started, is never arrested. 

In the first place, all growth tends to be logistic in character, that 
is to say it starts slowly, accelerates, and then slows down again. This 
is because each stimulus to growth eventually ntars the limit of its 
possibilities. A hypothetical example may illustrate. When radio sets 
are first introduced, the public is ignorant of their possibilities, and 
rather sceptical; at first only a few' sets sell, but gradually radios 
become popular, and soon they start to sell like hot cakes. Some- 
thing like a limit is reached, however, w'hcn every household has a 
radio set. As this limit is approached, the rate of growth of sales 
declines sharply. Sales may double in the second year, treble in the 
third, and quadruple in the fourth; but they cannot double evgry year 
for ever, b^ause there just are not so many people. The same may 
apply to institutional change. When some new principle is introduced 
it is at first resisted. After a while, however, it takes on, and begins 
to be applied with enthusiasm to a widening range of social relations. 
But there must come a time when it has conquered nearly all the 
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ground where it is relevant Growth is a response to successive 
stimuh, each of which ultimately reaches its limit Continuous growth 
dt a steady rate would therefore occur only if by some accident the 
new stimulus always arrived just as its predecessor was beginning to 
flag In practice, the most wc can expect is not a steady r ite of growth, 
but successive surges of expansion, separited b> penods i^f relative 
calm 

Expeiience shows, however, that even rhythmical growth may 
come to an end Some societies have shown vigorous economic 
expansion, followed by stagnation and declm even to the point 
of leaving nothing but ruins behind i*rowth may be followed by 
Stagnation, just as stagnation may be followed by grovth History 
shows turning point' of acceleratton and of clecclei ation In all 
enquiries into dynamic processes, it is the turning points which are 
most inteiestiug, since the cumulative processes which follow 
immediateU after the turning point are relatively easy to undeistand. 
We must therefore give niosi our illenbon to studying these 
turning points 

I et us t ikc hi St the aculerations We have already made the point 
that what is fundamental to growth is the sei/ing ol opportunities 
Thus growth may accelerate tithei becjuse new opportunities come 
into existence, or because institutional changes nos permit oppor- 
tunities to be seized which already existed, oi for botn leasons, 

I he new opportunities may be of many kinds jNew inventions may 
create new commodities, or reduce the cost of producing old com- 
modities New roads new shipping routes, >r other improvements in 
communications ma\ open up new opporrunitifs for trade >\ar or 
inflation may create new demands i oreigners n.av arnve in the 
country, bnnging new tiades, investing new capital, or offenng new 
chances of empio^men^ Such new opportunities a’-e to a large extent 
independent of current institution'- This i> n^t cntirtlv so, and we 
shall be investigating in ‘subsequent chapters the effects of institutions 
upon such matters as the latc of nvcrdion rr the inflow of foreign 
investment However, to the extent ihai such matters are not 
dependent upon a country > irisfituooni Ueie nia^ he an accelera- 
tion of opportunities, lor reasons not connected ^vith any change of 
institutions, and this acceleiatic r of cpportunities will be followea by 
institutional change 

It IS also possible that there may be institutional changes penxutting 
greater freedom of manoeuvre, without the underlying economic 
factors having changed A possible case, but rare, i« a change of heart 
on the part of the ruler, permitting people to manoeuvre in ways 
which were previously prohibited. A more likely case is a change of 
pohtical regime, following upon some shock to the country, such as 
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is administered by war, famine, hurricane, earthquake, plague, or 
other disaster. Such shocks, sometimes weaken the grip of the ruling 
cliques, who favour the staiids quo^ and allow power to pass into the 
hands of other persons who have an interest in change. 

Thus acceleration may be due either to a change in the economic 
situation, creating opportunities which did not exist before, or to 
institutional changes which give greater freedom to seize opportu- 
nities. In practice, a turning point of acceleration is usually associated 
with both types of change. The economic situation has become more 
favourable to growth, perhaps because of increasing opportunities 
for foreign trade, and this has strengthened the hands of those people 
who wish to change the institutions in the direction of permitting 
greater freedom. 

These innovators are always a minority. New ideas are first put 
into practice by one or two or very few persons, whether they be new 
ideas in technology, or new forms of organization, new commodities, 
or other novelties. These ideas may be accepted rapidly by the rest of 
the population. More probably they arc received with scepticism and 
unbelief, and make their way only very .slowly at first if at all. After a 
while the new ideas are seen to be successful, and arc then accepted 
by increasing numbers Thus it is often said that change is flie work 
of an elite, or that the amount of change depends on the quality of 
leadership in a community. This is true enough if it implies no more 
than that the majority of people arc not innovators, but merely 
imitate what others do. It is, however, somewhat misleading if it is 
taken to imply that some specific class or group of people get all the 
new ideas. For each innovator is an individual person, who may be 
advanced in some things, and just as reactionary in others; and who 
has no necessary connection with other innovators, cither of class, of 
kinship or other connection. Nevertheless ii is sometimes the case that 
the innovators constitute a separate group, or at least are forced to 
become a group, conscious of sharing the same interests, because 
barriers to their advancement force them to band together in self- 
defence or in attack. New ideas are not originated in any single class, 
but the originators may well find themselves moulded into a new 
class by the resistance which society makes to their innovations. 

One of the more fruitful observations in the theory of economic 
growth is the generalikation that it is ‘new men* who play the most 
prominent part in effecting change at this turning point. This means 
that the ruling classes in the previous situation of relative stagna- 
tion are seldom to be found among those who are seizing the 
new opportunities, or effecting institutional changes which in- 
crease freedom to manoeuvre. In the first place, the ruling classes 
are usually satisfied with the status quo; they have no need to seek 
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new opportunities. It is people who are frustrated by the current set- 
up who seek other ways of using their energies and of realizing their 
ambitions. At the same time, while it is not those at the top of the 
social structure who initiate change, neither is it those who are at 
the bottom. Those who are at the bottom may be caught in the toils 
of slavery, or of serfdom, or of caste, and may not be able to seize 
new opportunities ; or they may just be too poor, too uneducated, or 
lacking in courage or in traditions of enterprise. The new men thus 
come from intermediate social classes, probably near enough to the 
top to have some resources, some personal freedom, and some tradi- 
tion of action. In Japan the new men of 1868 belonged to a lower 
order of the nobility, who were chafing at the loss of former privileges. 
In Western Europe in the thirteenth and fourteenth centuries the new 
men were former serfs or their descendants who had escaped into the 
protection of towns. In Africa the new^ men arc the dcinbalized, who 
have sonic smattering of western education, and who can no longer 
fit into the old tribal patterns. Needless to say, this generalization is 
not absolutely rigid. The new men may include among their number 
one or two of the old aristocrats, and one oi two from the lowest 
classes, since there are always individual e\ccptions lo the class pat- 
terns. The generalization states only tliat the great majority of the 
new men will be drawn from an intermediate station. 

The new opportunities, m the second place, may challenge the 
economic power of the existing luling class. They may alter the value 
of land, on which the wealth of that class is based. Or they may 
challenge serfdom, or slavery, or by providing new opportunities for 
employment, may raise wages to the discomfiture of the ruling class. 
Then this class will be hostile to the new opportunities, and there may 
be a struggle for power, even to the point of civil war. Altei natively 
It is possible that the new opportunities do not menace the ruling 
class economicalTy, in the sense of reducing their wealth but are an 
ultimate menace pohticiilly, in the sense tliat ai> the new men grow 
rich they will demand an equal share of prestige and of political 
power. In this case compromise is possible, for the ruling class may 
follow the example of the new men in exploiting the new opportu- 
nities (consider, for example, the role of the old landed aristocracy in 
the early development of the British coal and iron industries), and 
may agree to receive some of the new men into their ranks by inter- 
marriage or by ennobling them. Thus the development of new 
opportunities may in extreme cases require a civil war; but it may 
also be achieved by compromises after struggles of less intensity and 
bitterness. 

The ‘Whig’ historians have tended to dramatize the role of revolu- 
tion in effecting change, while the ‘Tory’ historians have played it 
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down. To the Whigs, revolution has seemed to be the necessary cli- 
max of change— like the bursting of the egg to release the chicken, or 
of the chrysalis to release the butterfly. The Tory, on the other hand, 
has pointed out that much fundamental change takes place without 
civil war. The old ruling classes may adopt the new ideas, and may 
thus become part of the new ruling class ; or they may compromise 
with the new men and incorporate them into the old ruling class. 
If revolution comes, it comes long after the new men first appeared — 
perhaps even centuries later; for it comes only when they have been 
so successful and so well established for so long that they arc in a 
position to command enough aimed fortes to challenge and to defeat 
the government. By this time most of the rights they seek have long 
been conceded. These generalizations, however, go too far. They 
apply well enough to the English Civil War, or to the French Revolu- 
tion, or to the wars of independence in North and South America, n 
the sense that the pn^posiUon*. established by these revolutions might 
have betn accepted in any case in anothei generation or two even 
without war. But they do not apply to the Hainan Kevoiution, to the 
Restoration in Japan, to the Chinese Revolution (19)2) to the 
Russian Revolution, or to the successu»rj of uprisings ir tw'entictb 
century Europe and TTtir. Anicrua which have brought the 3ictators 
into pow'cr. Some revedutions may have been ‘unnecessary', in the 
sense that history seems to have been going their way in any case; but 
others have created a sliarp break with the pasi, and even a reversal 
of previous trends. 

Another suggestion is that the decisive role in the acceleration 
economic growth is alwavs played by townsmen, it is probably true 
that townsmen contribute more towards change than do people 
living in the country, not because of their biological superiority, but 
for reasons of environment or opportumty. Thus, the towns led the 
struggle for greater economic freedom in the closing centuries of 
the Middle Ages in Europe, but then townsmen tend to be prominent 
in organizing most political movements, whether their aim is greater 
freedom or less, if only because government is usually done from 
cities, to which the politically ambitious aie attracted. It is also 
natural that townsmen should take the lead in the advancement of 
trade, of manufactures, and in these days of invention; and natural 
that the advancement of agricultural techniques has depended, until 
the scientific revolution of recent decades, mainly upon the country- 
men. The atmosphere of towns is also alleged to be more favourable to 
the attitudes and beliefs which favour growth. The fact that large 
numbers of people are thrown together in towns, in a competitive 
struggle for existence, weakens kinship ties and excessive respect for 
status; encourages impersonal economic relations and a willingness 
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to trade wherever opportunities are favourable; and sharpens the 
wits. Though, presumably in these and other respects one should dis- 
tinguish between commercial towns, on the one hand, and military, 
cathedral, or political towns on the other, in addition, the fact that 
towns develop a great range of arts and entertainments means that 
the opportunities for spending money are virtually unlimited, that 
wealth tends to acquire as much prestige as birth, and that ambition 
is stimulated- Townsmen are also alleged to be more open minded 
and less superstitious than countrymen, and therefore to be better 
placed to pursue those scientific enquiries which result in improved 
techniques. The countryman is impressed by the power of nature, 
since nature so often frustrates all h’s work, with its droughts, its 
floods, irs storms, its epidemic diseases of crops, and other signs of 
its strcngili. The town, on the other hand, is created by man, who has 
learnt enough of the stxrets of nature to be able to erect great build- 
ings, to trap water in great reserv'd rs and transport it where he wants 
it, to summon electricuy out of the skies to be his servant, and so 
forth. So the townsman is more easily tempted to believe that man 
can do anything he wants to do, iT lie tries hard enough. There is no 
doubt that the attitudes of townsmen differ in many respects from 
those of countrymen simply because the town throws large numbers 
of people together. I'here is also no doubt that some of the results arc 
specially favourable to growth. But towns have also played their part 
at the turning poirits of deceleration. For the town is the home of the 
mob, and mobs are as prone to sweep tyrants into power, who reduce 
the opportumtics fc>r economic freedom, as they are to take part in 
liberating niovemcnis. The tov/n is also the home of the monopolists 
— the traders' associations, the guilds, the workers* combinations — 
w'hosc aim is to restrict opportunities and to keep out new men. The 
town takes the lejjd in restricting the size of families, which is some- 
times good foi growth of income per head, and sometime., bad. And 
the town takes the lead in movements for reducing the amount of 
work done, and for working sullenly or resentfully, instead of doing 
the best one can with the job in hand. If therefore a case can be made 
for saying that towns lead out of stagnation into growth, as good a 
case can be made for saying that they lead out of growth into stagna- 
tion. 

An alternative, and somewhat opposetf suggestion, expects 
economic grow^lh to be most vigorous along economic ‘frontiers*. 
‘Frontier’ in this sense is hard to define: it combines the idea of a 
place which is geographically remote from the commercial capital of 
a country, with the idea of a frontier between man and nature, that is 
to say a place which is still settled rather sparsely. Frontiers are 
expected to promote growth both because the opportunities for 
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settlement attract immigration, and also because their distance from 
the capital prevents them from being easily controlled, whether by 
law, by convention, or by the pressure of organized groups. Their 
institutions are therefore free, and easily adaptable. This combina- 
tion of opportunity and of freedom attracts from more settled areas 
some men of energy who find themselves frustrated in more hide- 
bound conditions. The generahzation is of doubtful historical 
validity. If a country has rich resources, whether on its frontiers or 
not, it will attract immigrants; and if a country is attracting a lot of 
immigrants its social institutions will be flexible. As its resources 
begin to be exhausted, or all its lands are taken up, or its differential 
advantages are reduced, immigration will he reduced, and its institu- 
tions will tend to be more stable. This much seems true. But there is 
no particular reason to associate it with frontiers Frontiers some- 
times contain attractive resources, and sometimes do not. Every 
country of the world has had frontiers in this sense throughout its 
thousands of years of history, but there are extremely tew where 
these frontiers have played a significant role in setting the pace of 
economic growth. 

There is much more in the suggestion that fronticis are significant 
in the ordinary political or cultural sense of the place where tw'o 
nations or two cultures meet. This is because of the decisive lole 
which foreigners usually play in economic growth. Indeed we know 
of very few countries where an acceleration of growth can he attribu- 
ted exclusively to domestic evolution This seems tc> have happened 
in the Fertile Crescent, five thousand years ago, in China, and in 
Renaissance Italy. Must other countries owe a large part of thcii 
acceleration to foreign contacts. Foreigners bring new ideas of social 
behaviour and social relationships, which challenge established 
patterns, and weaken faith in their moral sanctions. Foreigners also 
bring new opportunities fui trade, or for employment Or it may be 
foreigners who loosen the grip of the existing ruling class, so that the 
new men get their chance to manoeuvre economically, or to make 
their coup d'etat politically. Foreigners may do this by threatening 
war, or by making war, or by conquering the country and in the 
extreme case deposing the existing ruling class. The behaviour of 
conquerors differs, and may make a great difference to the prospects 
for change. Some conquerors come to terms with the existing rulers, 
and support these rulers against dissident groups; while other con- 
querors back the dissident and overthrow the ruling class. Recent 
centuries have shown interesting differences in this respect between 
the British and the French. The British in India and in those parts of 
Africa which had strong ruling classes, such as Northern Nigeria, 
have made it their habit to back the ruling classes, and have always 
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been on very bad terms with the new men, who have therefore identi- 
fied imperialism with reaction and stagnation — an identification which 
is certainly not true of imperialisms in general. The French, on the 
other hand, have believed in coming to terms with the new men, and 
have gone out of their way to try to turn Africans or Asians into 
Frenchmen, and to use them as a part of the French imperial system, 
even in the very highest positions. We must not, however, be thought 
to be putting an emphasis upon conquerors, for foreign traders, with 
or without war, play as important or more important a role. 

There is also an indirect effect of the foreign impact, namely the 
growth of nationalism, which tends in these days to have important 
economic consequences. We associate nationalist political movements 
with countries which are or have recently been in colonial status, but 
nationalist feeling is by no means confined to such countries. Now- 
adays nearly all ‘backward’ countries resent their backwardnes*j, and 
are anxious to stimulate growth, and since backward is a purely 
relative term, the desire that one’s country should not fall behind 
others in economic growth plays its part in the economic policies of 
countries as widely different as Britain and China. 

Strong nationalist feelings sometimes promote growth, but this is 
not always the case. For the ‘new men’ in politics and the ‘new men’ 
in economic activity arc not the same, do not necessarily spring from 
the same class, and are not always in sympathy with each other. In 
the first place, not all nationalist politicians favour economic growth. 
Some, like Gandhi, have reacted against ‘westernism’, and desire on 
the contrary, to return to old ways. These however arc in the 
minority among nationalirt leaders. In the second place, many of the 
new men in economic activity are foreigners, and are therefore sus- 
pected or disliked by the nationalist leaders, who put obstacles in 
their way, instCj^d of encouraging them. Again, many nationalist 
leaders are socialisticaily inclined; they are therefore suspicious even 
of their own native bourgeoisie, and tend to restrict their activities. 
All the same, nationalist governments tend in the direction of want- 
ing to ‘modernize* their economics; some of them extend educational 
facilities, or protect the peasants from rapacious landlords, or em- 
bark on schemes of capital formatiim in roads, water or other public 
services, or attack caste and other obstacles.to vertical mobility, or 
reduce the power of superstitious priesthoods, or in other ways seek 
to promote change. Nationalism is a dangerous force, because it is 
so often based upon stirring the passions of envy and of hatred in 
great mobs of people; but it is also sometimes a constructive force, 
and it is playing a part in effecting institutional changes favourable 
to economic growth. 

This brings us back to a point which we have made before, namely 
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that economic growth results not only from the manoeuvres of 
individuais, but also from the actions of governments The turning 
point of acceleration may therefore in some cases be associated with 
the coming to power of a group of men — nationalists, for example — 
who are determined to promote economic growth, and who take 
positive measures for this purpose In the m itcnalistic conception of 
these matters, the new prisate entrepreneurs come fir«>t, capture the 
state, and use it to promote their end'* It mny however hippeii that 
there is not much connection between the new pa\ iie entrepreneurs 
and the new masters of the state either mav piecede the othti , and 
they may be hostile or indifTerenl to each other If the i>'>\cinmcnt is 
both determined and intelligent it can d<^ a great deal to ^^dsance 
economic growth, whether by the miprosemi nt of jmblK strsices, by 
education, by the reform of institutions, by tiie t ntoiirapcnicnl of 
new industnes, or by pioneeiing with new technoloe’u’^ Wt «hall be 
returning to these matters in detail m our fma* chapter 

We turn next to consider the turning pOints ni rking deceleration 
of the rate of economic growth Hcic agaiu we di u nn*isli b.tw^en 
deceleration due to reduced opportunities, .ttj deceh ratKin lue to 
institutional changes which restnet freedom to mauothxrf wbih the 
economic opportunities have not lessened \ »-educiion of < ppor 
tunities may well result m unfavourable institt tion 0 cb j * ^ b it we 
wish to distinguish this from imt!tulii>nal tharce whiLO (Ctiif' 
through the evolution of institutions and not a i s ilt oi cn^ngi^g 
economic circumstances 

Economic < ircunistances may change inOvr I xbiy n * santtv 

of causes Natural resources may ht e\hijs or p j:ih< i md^ 
grow too large, or too small Other couiiuiw'' w ih \ ettu rt ^ 
may develop as strong compeLtors in .n»ern \U m d ^ 1 ti ’■e ma^ 
be a great outflow of capital of skilled taler ♦ i ' r^'wlv developing 
countries There may be natural di>istci rai^nai* d hurncane 
for example — oi war may have siiruUr efftx.»s Non ^ people nave 
suggested that thei may be unfavourabh gentle < harg\ du. to the 
best types emigrating, or to unfavouiable imp'igr t ng or to 
dilution of the superior t>f»cs b> intermarriage ^uh tht mf.iior, but 
we do not know enough about this subject to kn^*w now '■cnouslv the 
suggestion should be tajeen Still others have suggested that there are 
natural tendencies towards stagnation involved m the way people 
spend their money as they grow nchei , some say they spend too much, 
and others that they save loo much, or that too much goes into tombs 
and monumental buildings, or that a voracious bureaucrac 7 swells 
up, and so forth fn later chapters we shall be considenng all these 
matters, both in terras of whether they are inev itable, and also in terms 
of their likely effects It is sufflcient for our present purpose to note 
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that economies can decline for one or other of these reasons, and 
have frequently declined in the past. 

Our present interest is rather to enquire into the decline of econo- 
mies on account of institutional change alone, not due to any of the 
matters mentioned in the preceding paragraph. This could occur 
because of increasing divergence between effort and reward, or 
because the channels of trade were increasingly restneted, or because 
of increasing limitations on economic freedom. There arc always 
people who have an interest in furthering such developments. There 
are the people who might gain by having an increased share of the 
product of other people’s labour, such as landowners, and would-be 
owners of serfs or slaves; it is not impossible foi such people to gain 
political power, even by counter-revolution, and to use it to bring 
about a letuin to economic exploitation. Then there are the people 
who wish to retain an aristocracy by birth, and who res#*nt the 
measures which aim at increasing equality of opportunity, such as 
progressive taxation, free schooling, or death duties; these also may 
acquire power. There are also the would-bc monopolists, who are 
potentially any persons whose interests are damaged by competition; 
this means nearly everybody, since comi^etition damages us in our 
individual capacities as producers, and benefits us only as con- 
sumers of other people’s products; and so the political left and right 
may easily find common ground in restricting competition, trade, 
change and growth. And finally there are the planners, left and right, 
who dislike the results of economic freedom, and who may succeed in 
subjecting managers, workers, and coniroliers of resources to such 
extensive regulation that the pace of change is reduced. It is by no 
means inevitable that economic growth will continue once it has 
started. 

It is necessary to emphasize that institutional change does not 
depend exclusively upon changes in physical enviionmeiit, in tech- 
nology, or otherwise in material conditions. Changes in these factors 
do often give rise to accommodating changes in institutions, but it is 
also possible that institutions may change so to speak on their own, 
without material conditions changing. Thus the Haitian Revolution, 
which destroyed a prosperity based upon slavery, and substituted for 
it poverty and freedom, cannot be attributed to technological or 
environmental change. The opposing view spring*^ from excessive 
emphasis on the power ol the economic trend to dominate political 
and othci social beliefs and relations. The economic trend may be in 
favour of developing this or that line of activity, hut the political 
trend, or the trend in social attitudes, or the trend in customs and 
taboos, may be all the other way. Prosperity can be destroyed merely 
because people adopt habits or beliefs which are inconsistent with 
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economic expansion, or because groups come into power who impose 
unfavourable institutional changes. 

Whether a society will permit groups to use political power for 
restrictive purposes depends very much on how well educated people 
are in political and economic matters. If enough people value the free 
economy, and are vigilant in preserving it, the economy will remain 
free. To explain why some peoples achieve and preserve freedom more 
easily than others would start a long enquiry, probably without 
conclusive results. It is sufficient for our purposes to observe that 
some communities have freedom in their history and traditions, 
while others have instead a long history and tradition of authori- 
tarian regulation. A country wliich has a long tradition of freedom 
will be vigilant in keeping its institutions free, and if they succumb, 
we may surmise that it has run into serious troubles, such as war, or 
the reduction of its economic resources, wliich have shaken confidence 
in freedom. Whereas, a country which has a long tradition of illiberal 
institutions finds its freedom hard to win, and hard to keep. 

These differences of history and tradition can sometimes be 
explained by geography. For, just as foreign influences play a great 
part in helping to start growth, so also they play a great part in helping 
to stave off decline. A country is most likely to retain free institutions 
if it is easily accessible. For it is then hard for the social structure to 
ossify. There is a coming and going of people, of goods and of ideas. 
New opportunities create new rich and new poor, and preserve 
vertical social mobility. New ideas prevent the more dusty super- 
stitions from taking hold. The constant meeting of strangers makes 
it necessary to take men on their merits, rather than by reference to 
their status. And so on. Accc.ssibility does not guarantee freedom; it 
may even increase the risk of foreign conquest. But it makes it 
harder for the enemies of freedom to prevail; and even the foreign 
conqueror may find it profitable not to stand in the way of economic 
growth. 

(h) The Cycle of Change 

This chapter is concerned with institutions from a particular angle, 
namely their evolution in the direction of stimulating or restricting 
growth, through the association of effort and reward, through 
facilitating spccializatfon, or through increasing economic freedom. 
We have studied acceleration of this evolution, and the cumulative 
processes which are then set in motion; and we have also seen that 
deceleration can occur, and has its own cumulative downward 
impetus. We have next to consider theories of social evolution. Is 
there a path which institutional change inevitably follows? Is there 
a succession of stages? Is there inevitable ^progress*? Or is the 
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movement of history along some ^clical curve? 

Many people have interpreted history as showing that each com- 
munity must pass through certain specified stages of evolution. Such 
stages are defined differently, according to the writer’s interest. If he 
is interested in the way people earn their living, he may see the com- 
munity passing inevitably from nomadism, through settled agricul- 
ture, to trade and then to industry; and may expect its institutions to 
change in ways appropriate to each of these ways of making a living. 
If he is interested in class relations, he may see instead some such 
succession as primitive communism, slavery, serfdom, proletarianiza- 
tion, and ‘socialism’. He may study religious change, from animism 
and ancestor worship to monotheism and rationalism. Or, in the 
sphere of political ideas, he may profess to see an ever widening 
allegiance, from the family, to the village, the nation, the empire, 
and finally to the United Nations. 

Inevitable successions of stages are no longer a popular idea. Even 
the Communists have abandoned the idea that a country must pass 
through capitalism before reaching socialism or— since the arrival 
of communism in China — that communism can be made only by an 
urban proletariat and not by a peasantry. It is now clear that a 
community can byc-pa.ss one or more of these stages, ‘jumping’ say 
from ‘serfdom’ to ‘socialism’, and equally clear that it may move 
‘backwards’ as well as ‘forwards’, say from imperial to racial or to 
national or to provincial allegiance in politics. One reason why stages 
aie no longer considered inevitable is that we have become more 
aware of the impact of one community upon another. Perhaps in 
former times, when comi^uniiics were more isolated, each com- 
munity could go through a series of stages without reference to what 
was happening in the outside world; but in these days the influence 
of a few powerful states stretches aJ over the world, and even the 
most primitive communities find iheniselvcs imitating the most 
advanced, without reference to the difference in their ‘stages’. At the 
same time, those people who believe themselves to be bearers of the 
most advanced ideas, usually also consider their missionary tech- 
niques to be invincible; the Communists believe that they can turn 
any society communist, whatever its stage; the rationalists think 
rationalism is good for everyone; the internationalists carry their 
gospel into the most remote and self-sufficient* villages. The idea that 
the stages are inevitable is resisted most by those who consider them- 
selves to have reached the highest stage. 

The idea of stages was also bound up, to some extent, with belief 
in the inevitability of progress, and it has therefore receded with this 
belief. The idea of progress is rather new in human history. Before 
the eighteenth century mankind more usually believed that there had 
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been a Golden Age in the past, and that history recorded the fall of 
man. Then for two centuries belief in the inevitability of progress 
seized men’s imaginations, reaching its height when the theories of 
biological evolution arrived on the scene to complete the trilogy of 
body, mind and spirit— the mind evolving towards rationalism, and 
the spirit towards liberalism. Nowadays hardly anybody believes that 
progress is inevitable, and many dispute even that progress is a 
meaningful concept. Certainly, to bring the matter down to the plane 
of our restricted interest, it is not possible :o hold that institutions 
evolve cumulatively in directions favourable to growth, since it is 
clear that there have been many periods in the past when the opposite 
has happened— when slavery has succeeded freedom, or increasing 
obstacles to trade have reduced specialization, or increasing rigidity 
of social classes and castes has reduced the opportunity to man- 
oeuvre. Economic growth is not inevitable; and even the most 
vigorous growth can be stifled. 

The nineteenth century optimists were of course aware that growth 
had often been stifled in the past; their belief in progress was founded 
on the idea that men — or at least men of European slock -had 
‘escaped from history’, through the accumulation of knowledge, 'llie 
most plausible defence of the proposition would be to say that it was 
possible for growth to be stifled in the past because men did not 
know enough about it, or about the ways in which it was stifled They 
lost their freedom because they did not know enough political science 
to recognize attacks on freedom and to create invincible defences. Or 
they permitted measures which stifled growth because they did not 
know enough political economy. With the accumulation of know- 
ledge of the social sciences, its diffusion among the people, and the 
increased application of reason in human relations, growth might 
hereinafter be secure. It is precisely this belief in the power of reason 
in human affairs which the twentieth century has lost. We know that 
human affairs are governed by men’s desires, and that these cannot 
be proved to be right or wrong by reason, or be resisted exclusively 
by rational demonstrations. 

To reject inevitable growth or decline is not necessarily to accept 
the cyclical conceptions. One may instead take a neutral position 
denying both that growth is inevitable and also that a cyclical move- 
ment is inevitable. Fdr changes in the rate of growth are not ex- 
clusively due to the evolution of institutions. Once more we make the 
distinction between changes which are due to changing economic 
opportunities, and changes which are due to the evolution of institu- 
tions. Thus the rate of growth may slacken because population over- 
takes resources; or because of natural disaster; or because of a shift 
in the world’s trade routes; or because of a decline of world demand 
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for the products in which the country specializes; or for many other 
reasons not originating in internal institutional change. One may 
even believe that growth is bound to end sooner or later— for one or 
other of such reasons — without believing that there is necessarily a 
cycle of institutional change The present chapter, however, is con- 
cerned only with changes due to the evolution of institutions; 
changes due to other causes aie discussed in later chapters. 

Cyclical thcones of institutional change assert that growth pro- 
motes cf' .ction, and vice versa. It is not thereby asserted that the 
long run effect o! ‘ s <'ycle is to leave the stand:. rJ of living un- 
altered. for cych »' ment js quite consistent with long run 
growth or decline. It is luu inserted that the upward and downward 
movements must be of equal magnitude Ail that is requiicd is that 
growth and decline should alternate. 

There are tliiee classes of cyclical theories jf institutional change, 
operating respectively in terms of biology, of social attitudes, and of 
social gioupings. 

Biological theories associate movements in one dn ection with one 
biological type, and movements in another with a different biological 
type Men of one biological t>pc exert influence in favour of institu- 
tions t)t the kind that promote growth, whereas men of the opposite 
t>pc arc disposed towards institutions of the kind that restrict 
giowih Then, according to such theoncs, these biological types 
alternate with each other. When the ‘progressives’ are in power, they 
promote growth Inevitably, however, the ruling class comes to be 
diluted with ‘non progressives^. Why this is so is not clear. Perhaps 
tiie ‘nrogicssives’ fad. to reproduce themselves adequately - the ruling 
classes in society usually have lewer children than the lesl. Or perhaps 
they inter- marry witii the ‘non-progressives’. Wc do not know enough 
about the relations between human biology and social behaviour to 
pursue this lmc*of thought prohta^^Jy. 

The cycle in social attitudes corresponds not to biological differ- 
ences, but to opposed longingsS in the breast of each of us. Kach of us 
see.s the advantages of growth and the advantages of stability; each 
of us wants freedom and control; each of us wants material goods, 
and at the same time realizes that material goods aie worthless in 
comparison with spiritual values; ai»d so on. When growth begins, we 
are enthusiastic for it; but after a while it pa41s. Wc begin to long for 
stability; wc reject materialism and return to spiiitual preoccupa- 
tions; and so on. Thus social attitudes alternate between favouring 
growth, and reacting against it, and social institutions alter in the 
same way. Such a theory does not, however, explain social change 
until it provides the link between changes in attitudes and change^ in 
institutions. For institutions arc changed by the efforts of groups of 
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individuals, usually because they have an interest in changing them 
(material, political, religious), and the change is resisted by other 
groups, whose interest is tied up with the status quo. Hence any theory 
of social change has to be translatable into terms of social groups with 
conflicting interests (not necessarily material). 

Cyclical theories in terms of social groups may be idealistic or 
materialistic. The idealistic theories assert, hke that which we have 
just considered, that men’s beliefs swing between opposing poles. We 
are for change, or for stability; for freedom, t r for authority; for the 
things of this world, or for a passionate concern with God; and so on. 
Whichever is the prevailing mood at the time establishes itself; the 
persons so disposed acquire influence and power, and institutions are 
moulded to their mood. After a while, however, people begin to revolt 
against their way of life. Their outlook has lost the fire which it had 
when it was being established; corruption has crept in; and the 
inadequacies of the philosophy are more obvious. So opposing 
schools are created, and it is only a matter of time before some 
individual of fiery personality founds a ‘new’ faith which sweeps the 
masses in behind him. Then we get a religious reformation, or a 
political revolution, or whatever it may be. These idealistic theories 
presuppose that men are moved by ideas of what life should tie — in 
political or religious or romantic terms — and that these ideas by 
themselves, unidentified with material interests are capable of effect- 
ing social change ; or that if they are identified with material interests, 
the ideas are primary and the interests they attract are secondary 
forces in social change (e.g. that it was Hitler who attracted financial 
backers, and not financial backers who made Hitler). 

The materialistic theories, on the other hand, see social change in 
terms primarily of changing economic interest. These theories may 
take two lines. They may assert that the new economic class which has 
started the acceleration in the rate of gi owth — the ‘nffw’ men — in due 
course turns against further change. Or they may assert that growth 
stimulates resistance among those who lose by it, and that these in 
due course organize themselves to restrict further growth. 

The first line may be elaborated as follows. While the new men are 
acquiring power and influence, they favour aggressively the ‘open 
door’. They support competition, increased trade, vertical mobility, 
and the like. However, fonce they have established themselves, they 
begin to be more interested in protecting their own position than in 
assuring an open door for others. Former free traders now advocate 
tariffs. Former believers in competition now seek to build up mono- 
polies. Former social climbers now send their own children to 
exclusive schools, and try to assure them a privileged entry into the 
world of economic affairs. The Radicals become Conservatives. Thus 
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the social system begins to ossify. Besides, economic conditions 
change. The opportunities which brought the new class into wealth 
and power tend to disappear; for there are changes in technology, or 
in demand, or in the sources of supply. Growth is a response to a 
succession of stimuli, each of which may require different treatment 
from the last. This class may not be able to adapt itself to these 
successive changes; it may feel its wealth threatened, and may take 
steps to prevent unfavourable changes. A ruling class tends to lose its 
adaptability because it is hamstrung by its own traditions; there is a 
tendency to glorify the precepts and techniques which brought it into 
power, to look backwards, and to idealize the ways of pioneering 
forefathers. Hence, as conditions change, demanding new techniques, 
the class ceases to be able to cope, and becomes a drag on progress. 
When this class was new, its new men had to challenge an existing 
ruling group before they could make the fullest use of their opportu- 
nities; now they in turn may become like the old group, anxious to 
protect themselves from a new generation of new men. 

The second line follows the behaviour of people who are hurt by 
accelerated growth. To begin with, there are people whose skills 
relate to the old technologies or demands, and ^\ho cannot adjust to 
changing conditions. 7 here arc the craftsmen who build up unions 
to protect themselves, and who impose restrictions on apprenticeship 
or on dilution, and insist on strict demarcation of the jobs which they 
alone may do. There are the small shopkeepers who resent the growth 
of large retailing; they band togethci to assure themselves protection, 
by exeriing pressure on manufacturers, or by lobbying for legislation 
to control the chains. Many different groups are affected by change, 
and many of these groups form associations and bring pressure to 
stop or slow down the changes from which they are suffering. Since 
each of us is likely to suffer from change, in our capacity as pro- 
ducers, economic growth makes as many enemies as friends. When 
the social system was young, and demonstrating its power to deliver 
the goods, it commanded the enthusiasm of the people. But, as the 
number of dissidents grows, the ruling class ceases to command the 
allegiance of those over whom they rule. T he s(»cicty is divided against 
itself. There is a new struggle for power, in the course of which the 
ruling class tends to lose conlidence in itself, and to compromise with 
the principles on which it came into existence, fearriers are erected to 
protect those whom change would hurt, and economic growth is 
slowed down. 

There is no doubt that these things may happen. Equally we can- 
not say that they are inevitable. If there is a cycle, it completes itself 
more rapidly in some communities than in others, for reasons which 
we cannot fully explain. If we ask why community has remained 
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free for so long, while community ‘B* has lost its liberty so easily, we 
arc often driven to such explanations as, ‘these people are less given 
to extremes’, or ‘these people have a better political sense’ or some 
other mere restatement of the question. But if ‘A’ can hold out longer 
than ‘B’, perhaps it might hold out indefinitely, learning from ex- 
perience whaf the pitfalls arc? Perhaps ‘indefinitely’ is too long; but 
at any rate we clearly cannot predict how long or how short the cycle 
will be, and if the institutional changes are postponed long enough, 
economic growth may accelerate or decelerate for one or other of the 
many reasons not arising from institutional change itself. In sum, 
institutions may change in ways favourable or unfavourable to 
growth. The change may bea teactior Tgamst what has gone before 
or it may not. If it is a reaction, it may have set m early or it may be 
long delayed. 'I his is about aii that wc can say on the direction change 
may take 
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KNOWLEDGE 


The proximate causes of economic growth arc the effort to economize, 
the accumulation of knowledge, and the accumulation of capital. In 
the two preceding chapters we have examined the effort to economize, 
in terms both of the values which make economy seem worth while, 
and also of the institutions ^\hlch encourage or frustrate economizing 
effort. In this chapter wc consider the accumulation and application 
of knowledge, while the following chapter will deal with the accumu- 
lation of capital. Wc have already emphasized, in our introductory 
chapter, that these three factors arc separated only for analytical 
purposes; they are equally important, and mutually inter-dependent. 

Economic growth depends both upon technological knowledge 
about things and living creatures, and also upon social knowledge 
about man and his relations with his fellowmen. The former is often 
emphasized in this context, but the latter is just as important since 
growth depends as much upon such matters as learning how to 
administer large scale organizations, or creating institutions which 
favour economizing effort, as it does upon breeding new seeds or 
learning how to build bigger dams. 

This chapter is divided into three paits. In the first part we 
examine the process by which knowledge grows; the second part deals 
with the application of knowledge to production, and the third part 
deals with training. Once more the division is analytical only. The 
growth and the application of knowledge stimulate each other, and 
where one lags behind the other is certain to lag as well. 

1 . THE GROWTH OF KNOWLEDGE 

Knowledge grows because man is by nature curious and experi- 
mental. His curiosity causes him to enquire into things because they 
attract his attention, even though they may not be immediately 
relevant to his practical problems. And his desire to experiment is also 
greatly stimulated by the practical tasks in hand, and the problems 
they pose for solution. 

Because each generation builds upon the knowledge of its fore- 
fathers the most important invention which has helped the accumu* 
lation of know'ledge is the invention of writing. Until writing was 
invented each generation could pass on only what it could remem- 
ber in the head — and how little this is we can discover if we compare 
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how much history the illiterate historians have passed on, in those 
primitive societies which have a specially appointed class of his- 
torians, with the amount of history passed on in literate societies — 
say comparing the history of the nineteenth century in both cases. 
Even more important is the difference which the art of writing makes 
to the handling of abstract ideas. Progress in mathematics, for 
example, is impossible without writing (many illiterate societies do 
not even have words to describe more than the first dozen numerals), 
and in every other field of study the knowledge of illiterates must end 
in the earliest stages of abstraction 

The second invention which has made all the difference to the rate 
ot growth of knowledge is the invention of scientific method. This is 
really the work of the philosophers. It began in Ancient Greece, with 
the invention of logic and of metaphysics, but it did not come to 
flower until nearly tv\o thousand years later, when the Rcnai'*sance 
reopened these fields of enquiry. Since that time the rate of growth of 
knowledge has been phenomenal compared with anything that went 
before. 

Accordingly, in considering the growth of knowledge one must 
distinguish three eras, the pre-litcrale, the era of writing without 
scientific method, and the era of scientific method. In the same way 
we must distinguish between societies according to whether they are 
illiterate, and according to whether their culture and philosophy are 
imbued with the scientific outlook. 

Much of the discussion of the conditions appropriate to the growth 
of knowledge relates to societies in the second stage — literate, but 
prc-scienlific. It is fascinatii»g tc ask why tlicre was greater progress 
m some countries than in others dunng this stage, or in some 
centuries than in others, within the same country. Similar questions 
might be asked about countries in the pre-literate stage, though we 
do not get very lar with such questions both because the pre-literate 
peoples do not differ so widely in their technical attainments (they 
had invented the same tools, agriculture, smelting, and other tech- 
nical processes, the major differences being whether or not they used 
the wheel, and whether they were capable of building in stone), and 
also because the evidence is so scanty. There are greater differences 
and more evidence in the literate but prc-scientific societies. The 
questions are not, however, any more answerable, and since they 
have little bearing upon the practical problems of our time (all 
countries now having available to them the results of the scientific 
revolution), we shall not spend a great deal of time upon them. 

(fl) Pre-scientific Societies 

Broadly speaking, the rate of growth of knowledge in literate. 
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prc-scientific societies seems to have depended upon their philoso- 
phical attitudes, and upon their class structure. 

The growth of knowledge requires a reasoning, questioning, 
experimental mind. This attitude presumably flourished best in 
certain environments, but we can only speculate as to which environ- 
ments were most favourable, and cannot hope to reach Arm conclu- 
sions on this subject. Presumably the questing mind flourished better 
in countries where religion was competitive, in the sense that there 
were many religious cults, between which the citizen was free to 
choose, than in countries where religion was authoritarian and 
monopolized. Similarly, the enquiring mind would flourish best 
in societies where political and economic power were widely diflused, 
and liberally exercised ; this is indeed an indispensable condition for 
free speculation in the field of social institutions. The mind would also 
retain and develop the habit of questioning in an environment where 
it constantly encountered diversity of experience; in the town, where 
visitors come from all over the country, with different ways, rather 
than in the country; in the community engaging in foreign trade, 
and hearing constantly of different modes of living and doing; or 
in the area with many diverse resources, giving rise to great differen- 
tiation of occupations, which in turn produces different outlooks 
upon the world Knowledge grows considerably through the cross- 
fertilization of cultures, so we should expect geographical situation 
to play an important role. There may also have been a secular 
pattern; a young and ambitious nation, it has been suggested, would 
be experimental; whereas, as the nation grew successful it would set 
in its ways, take pride in its past, its race, its religions and its institu- 
tions, and lose its faith in the virtues of free enquiry. We do not know 
what were the conditions for the questing mind in the pre-scientific 
societies, and we arc not now ever likely to find out. 

The same goes for the effect of class structure upon the growth of 
knowledge. Here one gets different results according to whether one 
considers the invention and application of new processes by the 
upper classes, or invention by peasants and artisans. As for the upper 
classes, it has been argued that the growth of science depended on the 
existence of a leisure class, with the time to think abstractly and to 
experiment, but this is a dubious proposition, partly because in such 
societies nearly everybody has leisure for half the year, when agri- 
cultural work has ceased, and partly because at this level of tech- 
nology progress comes more from obwrving and experimenting in the 
course of doing one’s job than it does from abstract thinking: It has 
also been argued that the upper classes are less likely to be interested 
in the adoption of labour saving devices in slave societies than in free 
societies, but wc have already suggested (Chapter 111, section 4(6) ) 
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that this argument fails in commercial slavery. As for the attitude of 
peasants and of artisans, it seems likely that much depends on the 
extent to which they are allowed to keep the produce of their labour. 
If landlords and princes arc sure to take from them all but the cost of 
subsistence, however much they may produce, they will have little 
incentive to invent or to adopt ways of increasing output. This is 
perhaps the greatest single social factor affecting technological pro- 
gress in such societies, since in such societies the attitude of the man 
on the job is probably much more important than the theoretical 
speculations of gentlemen of leisure. Another ‘class* factor which may 
have been important in these societies was the extent to which 
knowledge was monopolized. Though we call them literate societies, 
in fact only a tiny proportion of the people were literate, mostly 
priests, administrators, and business men. In many societies the 
literate guarded their secrets jealously. The illiterate also ferrmed 
themselves into guilds, and made a mystery of their crafts. Know- 
ledge does not grow rapidly if it is kept a secret for the few. 

Whatever the reasons may have been, communities have differed 
widely in the status they accorded to scholars, and in the respect and 
affection in which they were held — c.g. consider the favourable status 
of scholars in China or in Renaissance Europe. It seems most doubt- 
ful, however, whether these differences in the status of scholarship 
have had much bearing upon technological progress, both because 
few scholars were interested in science, and also because the science 
in which they were interested was remote from technology. During 
most of ihe written history of man, the growth of technology has 
owed very little to science as -'e now un<*erstancl the terra, that is to 
the application of an existing body of abstiact principles. Invention 
has been done by two classes of people, by the worker at the job, and 
by the professional inventor. The former class includes all those who, 
in the course of their dail/ activities, observed ways of improving 
their methods, or experimented with ideas which came to them. The 
latter consisted at any time of a few individuals, usually gentlemen of 
leisure, who were interested in the science of their day. For the most 
part their interests were metaphysical, theological, or astrological, 
and if they turned their minds towards nvcnlion the results were only 
occasionally of practical importance, if only because their isolation 
from the practical tasks of daily life prevented fheni from knowing 
in what fields the most fruitful practical contributions could be made. 
In the earliest days these ‘scientists’ gave extremely little thought to 
technological questions. However, with the passage of time, the 
accumulation of technical knowledge, and the writing of the first 
treatises on the subject, an increasing proportion gave their minds 
to such matters. There was a comparative outburst of mechanical 
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invention in the Gr^ world, during the five centuries before the birth 
of Christ. Thereafter, so far as we know, the interest of scholars in 
these matters was subordinated to theological and other speculations, 
and there is no similar outburst until after the Renaissance. 

It is just as difficult to account for a decline in the rate of growth of 
technical knowledge in one country as it is to account for differences 
between countries. Presumably one has to seek the reasons which 
cause scholars to disinterest themselves in technology, investors to 
lose interest in labour saving, or the common people to lose interest 
in increasing output. One has foi this the same range of explanations 
as we saw in Chapter III, section 5, when we were dealing with the 
general problem of institutional change. One can invoke biological 
factors, or changes in the valuation placed upon material things, or 
changes in political or religious attitudes which make free enquiry 
dangerous, or checks to investment resulting from monopoly or trom 
insecurity, or increasing pressures upon the common people which 
deprive peasants and artisans of the incentive to increase their out- 
put, or excessive war or civil strife. The most interesting case for study 
is the apparent decline of technological progress in the Greek world 
after about the first century R.C , for which no fully commeing 
explanations exist as yet. There is also ci^nsiderable discussion of the 
possibilities of technical stagnation in our own Jay, to* which we 
shall refer in Chapter V (section 3{d) ) 

{b) Invention and Research 

The third stage in the history of technology begins with the 
Renaissance, which stimulated the growth of knowledge in e\cry 
field. In so far as relates to economic growth, the most important 
results of the intellectual activity of the Renaissance occurred in the 
philosophy of knowledge, in mathematics, in social science and in 
mechanical invention. In the philosophy of knowledge the founda- 
tion was laid for the development of pure science which, though 
it did not begin to flower for some time, in due course proved of 
such fundamental importance. Mathematics gained immediately, 
though the consequences of this were also postponed. The social 
sciences also gained immediately, for there were sci in train at once 
political speculations out of which the modem studies of economics, 
politics, psychology, jurisprudence and sociology have grown. There 
was also a revival of interest in mechanical inventions, which gained 
momentum in the sixteenth, seventeenth and eighteenth centuries, 
until the nineteenth century saw the emergence, among the class of 
inventors, of people who engaged in invention not as an offshoot of 
their daily labour, or as gentlemen of leisure seeking knowledge, but 
as a full time occupation, at which they hoped to make their fortunes. 



KNOWLEDGE 


169 


Pure science made its contribution to technology first of all through 
chemistry, starting slowly in the seventeenth century, and not achiev- 
ing spectacular effects until the nineteenth. Then came also the appli-, 
cations of electricity, and in our own century the spectacular contri- 
butions of other branches of physics. 

This background is necessary if we are to understand the curious 
relationship which now exists between science and industry. The 
layman thinks of the world in which he lives— at any rate the mani- 
pulated part of it —as having been created by science, and is often 
astounded to learn that over large realms of industry the practical 
men have no use (or have even contempt^ for scientists. 1'he fact is 
that the great inventions of the eighteenth and nineteenth centuries 
were not made by scientists— the steam engine, the inventions in 
weaving and spinning, the new system of agricultural rotations, the 
new ways of smelting ores, the machine tools — these were all 
invented by practical people who knew no science, or very little. Jt 
is only in the twentieth century that a scientific education has become 
essential for the would-bc inventor, or that the discoveries of science 
have bcconfiC the major source of further technological progress. 

Science has affected invention in the twentieth century in more 
ways than one. Not only has it become necessary to be a scientist in 
order to be an inventor, but a good deal of invention has now passed 
beyond the individual working on his own, into the laboratory 
staffed by a team of scientists. These transitions are by no means 
complete. It is still possible for the worker at the bench, using his 
machine, to notice ways in which performance could be improved, 
and to suggest useful modifications. Progress is still made in these 
ways, though it is not great in relation to the total stream of inven- 
tion. It is also still possible for the lone inventor, with some scientfic 
knowledge combined with a mechanical flair, to make ouite impor- 
tant inventions. Probably the greatest number of inventions in the 
fields of mechanical engineering, as well as of animal or plant 
genetics, are still the work of a single mind. Team work has its best 
use in the chemistry of materials and in the physics of radio and of 
nuclear fission. 

Much is nov^' said and WTitten about the organization of techno- 
logical research, meaning by this the kind of research which is done 
by teams in expensive laboratories. It is still, however, necessary" to 
take account of the work of the lone inventor. His position seems also 
to have been transformed. A few still work on their own, at home or 
in their laboratories, in their spare time, or even full time, but most 
have found invention too risky a source of full time income. The 
majority seek employment by others, who will provide a laboratory 
and a salary, with perhaps also a share of royalties. They may share 
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the laboratory with other inventors, each pursuing hi*! own line. And 
they may be rcstricicd by their employers as to the subject on which 
they may work. Conditions range all the way from freedom to work- 
ing in a team. The number of gentlemen of leisure, who invent for 
pleasure, is insignificant (it always was). 

The growing importance of team research presents new prob- 
lems of organization. Such research is very expensive, and is there- 
fore beyond the reach of individual smaU firms. It is therefore the 
very largest firms which have pioneered this kind of research and this 
in turn gives them a very substantial competitive advantage over 
their small and medium size competitors. This advantage, however, 
is reduced if research is disintegrated from other activities of the 
firm, and done collectively for a group of firms or for an industry as 
a whole. This line of development has been pursued in the United 
Kingdom. On tlie one hand there have been created, with some 
financial help from the government, a large number of co-operative 
research institutions, owned and controlled by such firms as care 
voluntarily to join and to subscribe to the institution. And on the 
other hand there are also a number of government research institu- 
tions, whctlly financed and controlled bv the government. Whose dis- 
coveries and inventions are open to all, such as the institutions con- 
trolled by the Department of Scientific and Industrial Research. 
Besides these institutions, the gosernment also makes grants to 
private institutions, including university departments* to conduct 
particular researches; this is the principal way in which bodies like 
the Agricultural Research Council or the Medical Research Council 
discharge the duties laid upon them, This disintegration of team 
research is not complete, since in addition to what is done collective- 
ly or under government auspices, large firms continue to finance 
their own private teams and laboratories. 

Another effect of science upon the growth of technical knowledge 
has been to divide the process into three separate stages, namely the 
formulation of scientific principles, the application of these prin- 
ciples to given technical problems, and the development of technical 
inventions to the point where they are ready for commercial ex- 
ploitation. The first of these stages, the advancement of pure science, 
is now almost entirely left to the universities and to other non- 
commercial organizations. Now and then an industnal firm may per- 
mit a scientist in its laboratories to pursue researches which have no 
immediate relevance to its technical problems, but this is rare. The 
second stage, the stage of technological research, applying known 
scientific principles to the solution of commercial problems, is the 
point where the inventors and industrial research teams, private, 
co-operative, and public, take over from the universities (some such 
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work is done in universities and technical colleges also, but for these 
it is a lesser occupation). The result of the work done at this stage is a 
formula, a blueprint, or a model. Then comes the problem of trans- 
lating this result into something which can be manufactured cheaply, 
in large quantities, and at standard quality. This production prob- 
lem, known as the development stage, is often difficult and as 
costly as anything that has gone before. For example, the idea of an 
aeroplane dnven by jet propulsion preceded by many years the first 
flight of such a plane; vast time and money went into such problems 
as choosing metals able to stand the heat, or designing fuselages 
appropriate to the speed. The development stage cannot always be 
distinguished sharply from technical research, either because some 
of the development problems are technical, or because the same 
people engage in research and development. A hne of principle can 
however be drawn. 

In its effects upon the structure of industry the development stage 
presents the same problem as research, namely that m some in- 
stances only the biggest firms can afford to undertake the devclop- 
nent work, and this gives them an advantage over their smaller 
nvals. Could this problem be tackled in the same way, namely by 
disintegrating development from tlie other responsibilities of the 
firm'’' The obsSlacle to doing this hes in the fact that the decision 
whether development should go foiward is essentially a commercial 
decision, to be made in tht light of estimates of the potential demand 
for the commodity, while the decisions which are made at the pre- 
vious stages are more of the nature of scientific decisions The 
advancement of pure science i\ m ihe hands of scientists, who go 
more or less by the principle that all knowledge is worth having for 
its own sake, a principle which is fortunately but only secondarily 
supported by the J;)clief that all sc entific km^w ledge becomes useful 
in Hue course in one way or another. At the stage ot technological 
research, the decisions are not so exclusively scientific; some com- 
mercial judgement is also needed in choosing the problems which it 
is worth trying to solve; all the same, the scientific clement is still of 
great impoitance, and not much is lost by disintegrating these 
decisions to institutions ruled jointly by scientists and by business 
men. It is quite appropriate at this stage that time and money should 
spent on demonstrating a much larger numl&r of possibilities than 
will in fact be taken up. However, once the scientists have demonstra- 
ted at the research level what is possible, their role is largely ended. 
The decision which of these possibilities is worth exploiting, and 
which should be neglected, is a commercial decision, to be made by 
people whose expertise is rather in the field of production costs and 
of potential sates. 
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In a private enterprise economy, this decision is left to the in- 
dividual firm, which must make its own estimates and Jose or gain 
according as the estimates are right or wrong. Alternatively, the 
decision could be entrusted to a committee of all the business men 
in the industry concerned, in which case the industry as a whole 
would decide which inventions to develop, and the industry as a whole 
would pay the cost. Apart from the difficulty of defining an industry 
for this purpose, many people believe that the effect of this would be 
to hold up progress, cither because the industry acting collectively 
would also act monopolistically, to protect existing investments 
against technical change, or else because the collective judgement of 
new ideas is so often wrong that it is arguable that progress depends 
on individuals being free to back their own judgement despite 
collective disapproval. The decision might also be entrusted to a 
government committee created for this purpose, and given funds for 
developing new inventions. Such an agency has been created in the 
United Kingdom, but it has no monopoly of development, and can 
make decisions only about such inventions as arc offered to it. To 
give a monopoly of decision to a government committee would seem 
to have the disadvantage of both woilds; because the decisk)n would 
have to be made collectively the individual initiative would be 
suppressed; and because the decision makers were not using their 
own money they would have no pecuniary motive to take care that 
their decisions weic commercially sound. Wc may therefore con- 
clude as foUo^^s. We arc likely to get best results at the development 
stage if any person who thinks that an invention will pay is free to 
back it VMth his own resources or with those of others who are willing 
to share the risk. In those cases where the development is very 
costly, this gives an advantage to those who command large re- 
sources. If, to avoid this differential advantage, development were 
made a collective responsibility, other disadvantages would follow. 
There is no perfect solution for any social problem. In any case, the 
advantage of large scale organization in some fields is one of the facts 
of life; we cannot always escape it, however much we try. 

The division of the process of invention into the three stages of 
pure science, technical research, and development helps to throw 
light on the problem of patents. Discoveries in pure science cannot be 
patented. They are Jso not usually kept secret, not because the 
discoverer could not sometimes make a fortune by applying his 
discovery secretly, but mainly because it is contrary to the pro- 
fessional code of scientists to keep their discoveries secret. The 
advancement of science requires that many minds should work at the 
same problems, each fertilized by the thought of the others, and 
science would certainly suffer if the freer exchange of ideas were 



KNOWLEDGE 


173 


substantially restricted. There are such restrictions today, on the 
movemenl of scientists across frontiers for international discussion, 
and on the publication of results in fields closely related to national 
defence; the restrictions are still small, but many people fear them 
because they fear that once the principle of free exchange of ideas is 
violated, restrictions may spread more widely. Since scientific ideas 
do not become private property, scientists cannot live by selling them. 
Hence the advancement of pure science is largely a charge upon the 
public funds. 

When we pass to the stage of technical research, the results are 
patentable. This follows from the fact that technical research is 
financed mainly by people who expect to make a profit from it, and 
who must therefore obtain private property in the ideas derived there- 
from. In the nineteenth century, when invention was done mainly by 
lone inventors, it used sometimes to be argued that the flow of inven- 
tions would not be significantly reduced even if the ideas could not 
become private property; either because the number of inventors 
inventing for the love of the thing was enough to keep up an adequate 
flow of inventions; or else because the inventor who kept his inven- 
tion secret and exploited it commercially could make enough 
monopoly profit out of his invention in the early stages to reimburse 
himself for the expenses of invention. Neither of these arguments was 
accepted universally in the mnetoenth century, and their chance of 
acceptance is even smaller today. Inventions must become private 
property if invention is to be financed by private interests. If technical 
research were financed out of public or non-commercial funds, the 
argument for private property would disappear; inventions could 
then be freely available to all. So long as invention is financed by 
interested parties, however, the results must become private property. 
The advantage of the patent system at this stage is that it not only 
protects the owner? but also encourages him to disclose his invention, 
and so maintains the free flow of scientific ideas. 

Our patent system, however, conveys monopolies not only upon 
the inventor but also upon the developer, and later upon the com- 
mercial producer. The developer claims his monopoly on two 
separate grounds; he claims a monopoly of development, and also 
a monopoly of subsequent production. The inventor is free to 
license as many developers as he chooses, but ki the vast majority of 
T3§es developers undertake to develop only if they are given an 
exclusive licence. The case for a monopoly of production is, however, 
sounder than the case for a monopoly of development. The mono- 
poly of production rests on the same argument as the inventor’s 
monopoly, namely, that since development is expensive those who 
are to finance it require some assurance that they will be able to 
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reimburse themselves by having a monopoly of production once they 
have solved the development problems. This is no reason, however, 
for giving a monopoly of development. For just as all inventors 
freely use the principles of science, in a race which gives the patent 
to the first successful inventor, so also there might be a race in which 
many developers worked on the invention, with the monopoly of 
production going to the first successful developer. This monopoly 
would follow automatically if development resulted in patentable 
processes, on the present definitions used by patent law, but the 
protection could also be widened to include the protection of 
ail new industries, as the law was originally intended to do (and 
as is now done in those under-developed countries which accord 
‘pioneer status’ to new industries). There are still many people 
who argue that neither development nor production needs protec- 
tion. Essentially they argue that the advantages to be derived 
from priority are such that there would be an adequate flow of risk- 
bearers even without protection. This is certainly true of a number of 
industries; but it is equally true that there arc other industries where 
priority confers little advantage, compared with the cost of develop- 
ment, and where the rate of progress might therefore he reduced if 
developers were not given exclusive rights. 

The three-fold division of the process of invention into pure 
science, technical research, and development is important also in 
assessing where diflerent countries should lay their emphasis. For 
example, it has now become popular to say that the United Kingdom, 
when compared with the United Slates, spends very adequately upon 
pure science, but falls behind in the later stages. It is doubtful 
whether Britain falls behind in the stage of technical research, in the 
sense that fewer inventions per head of the population are produced 
in the United Kingdom than in the United Stales; on the contrary, if 
we consider recent technological advances — arlilicial fibres, jet en- 
gines, television and the hke, the United Kingdom seems to be well 
to the forefront of invention. Where she lags behind is in bringing 
new inventions to the point of commercial mass production. This 
leads to the conclusion that the deficiency is not in research or in- 
vention in any sense, but in the incentives for the exploitation of new 
knowledge; we shall therefore return to her case in the second part of 
this chapter. 

The poorer countries differ from the developed in that they have 
no real need to spend significantly on the advancement of pure 
science. For the most part, they can leave this to the advanced 
industrial nations, whose results arc freely available to all. There may 
be exceptio is in the sense that some parts of science arc of greater 
interest to i\ urn than are other parts of science, but it is very hard to 



KNOWLEDGE 


175 


think of examples in the realm of pure science. In any case, the ^owth 
of pure science is somewhat like the wind, ‘which bloweth whither it 
listeth’, and it is doubtful whether any good would come out of 
expenditures by the poorer countries which w'cre designed to affect 
the discovery of new scientific principles. Technical research is quite 
a different matter. Much of the technical research and invention done 
in the developed countries apphes equally to the under-developed 
countries, and can be borrowed wholesale. The developed countries, 
however, ha\c concentrated on applying scientific principles to their 
own problems, which arc not the same as those of the under-developed 
countnes. f or example, the principles of thermodynamics have been 
applied to inventing ways of maximizing the heat utilized in the 
burning of coal, in wlucb many of the poorer countnes are deficient, 
rather than the heat utilized in the burning jf wood, which some of 
these countries have abundantly. The principles of genetics iiave been 
applied to improving the varieties of wheat, rather than to improving 
the varieties ot yam. The principles of physiology have been em- 
ployed 10 devising ways of living in temperate zones, rather than 
v.'ays of living in the tropics, and so on. Hence there is very great need 
for technical research in the under-developed countries, in all 
matters where they are situated differently from the developed 
countries, finally, even where the results of technical research arc 
applicable, the development problems are diflerent. For methods of 
pi eduction whicli aie economic in countries which have abundant 
coal, iron ore, capital and skilled labour, may be totally uneconomic 
in some other countries, whose problem is rather to devise means 
which use mostly the avai.able surplus ot unskilled labour, and such 
materials as can be had cheaply on the spot, 

Ihere is no dv^ubt that one o" the main deficiencies of under- 
developed countnes is their fai'ure to spend adequately upon 
research, and upon the development of new processes and materials 
appropriate to their circumstances. Part of the leason feu this is 
institutional. In industrial countnes pnvate entrepreneurs spend 
great sums on industrial ir search, because t.hc> hope it will pay them 
to do so. The under-developed countries, on the other hand, are 
agricultural. Where their agncui. ,e includes large commercial 
companies, these companies have invested in lescarch te.g. rubber, 
bananas, sugar) cither individually or collectively, but in all that part 
"oT their agriculture itho major part) which is not organized on this 
basis, there are no private interests financing research. It follows that 
almost the v iie of the research expenditures needed in these 
countries (i.c. excluding mining and commercial agriculture) has to 
fall upon the public purse. Whereas in industrial countries research 
can be thought of primarily as a matter for private interests, with the 



176 THE THEORY OF ECONOMIC GROWTH 

government plugging gaps, in under-developed countries research is 
primarily a matter for governments, and ought to be one of their 
major fields of activity. 

How much ought they to spend? This is of course an unanswerable 
question. Current expenditure on industrial research and develop- 
ment in the United Kingdom is estimated at a little under one per 
cent of the income generated in industry. In the United States 
industrial research is at a similar level, while agricultural research is 
a little less than one half of one per cent of the net value of agricul- 
tural output. On the same basis it would not be unreasonable if the 
under-developed countries were to spend on research of all sorts 
(technical, social, health, etc.) a sum equal to between J and 1 per 
cent of their national incomes (not to be confused with goveinment 
expenditure). There is no firm basis for such a suggestion. All the 
same, current expenditures, which do not reach a fraction of this 
level, are clearly too low. 

So far we have discussed mainly technological knowledge; a word 
must now be said about social relations. Man has been no less in- 
ventive in this than in the technological field. The process of inven- 
tion, however, is rather diffcTem. In the first place, many^important 
social inventions v\cie not made by individuals; sociot), in the pro- 
cess of adjusting itself to changing situations, impciocptihly creates 
new social institutions, which are often not recognized as such until 
long after they liave been in operation. Yet, there aic also cases where 
we can spot the individual inventor and even name the date -c.g., 
wherever the invention is created by the process of legislation, or by 
administrative action (unemployment insurance, the colleclive farm, 
central banking, government by parliament, to name a few instances). 
Ill the second place, the stages in the process are different. We can 
think of a stage of enunciating general principles, and a stage of 
applying these principles to pioblems if we like, but the relationship 
is more often the other way, namely that people who have a practical 
social problem to solve are often led by this to theorize about society, 
so that social theory is much more the result of social ‘research’, 
than research is the application of theory. '1 he development process is 
also very different. Interested persons unite to make propaganda tor 
their idea, so that it is cither gradually accepted, or imposed by force. 
In other words, social knowledge giows through a political process, 
w'hich throws up particular problems for attention, and the sponsor- 
ing of proposed solutions also depends upon political support. This 
difierentiates social knowledge from technological knowledge only 
superficially, in the sense that both depend upon interested support. 
All the san.e the difference is not without importance. For, if the 
technological scientist sells his interested supporter a formula which 
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IS false, in the sense that it will not do technically what it is required 
to do, he IS soon found out W hereas the social scientist can get away 
with selling formulae which are false in the sense that they give an 
untrue picture of the world, but which are nevertheless highly 
successful in the sense that they enable the interested supporter to 
fulfil his political ambitions The moral is that while it may be safe to 
leave the promotion of technological knowledge to interested parties, 
it cannot be safe to leave the extension of social knowledge primanly 
to interested parties Each one of us has a personal interest in the 
structure of society, which colours oui approach to its problems 
I his IS as true of social sen. ilist^ of anyone else Social scientists, 
liowe\cr have then codw of professional integrity which makes them 
strive to be as objective as they can be in the presentation and 
araivsis ot ficts I he IniiK ibout society is thticforc most liktly to 
be asctitiiiicd and pioniotcd bv ihose social scientists who work in 
institutions fin iiKed in such wavs tint scienlihc freedom is preserved 

flic under developed societies have as much to gain from borrow- 
inp sc'ciil invtntcns is diiy ni\( fiom borrowing technological 
invcninns c m tin dcvtioped sc letio lo nime just a tew -the 
invention cl m cilu nt adn i nstrative seivict relatively free from 
conuplion thw inventioi >1 nee eonipi I cry education the invcn 
ton of sNSicin ol lind tenure whieh stimulates investment and 
pi e VIS oil rtiiitv ni laet tb s be k itself may be ih )ught of m 
one St use i i eil ik gue ot a cful soei d inventions And acaininthe 
soei i( IS in tilt teelinob)giLil field there must be caie in borrowing 
S Jii w ol til'’ II ve ilu ns ar^. inaj p'-opnate at current levels of develop- 
menl 0 I the! di ts no* X c J an \ero il insui tncc at amst uncmploy- 
menl) ollicis nud n odilie itu n 'e u fell inec on pi vate enterprise in 
sphcH s where pnvnie leipiise ha not developed) and still oil ers 
would bt dmgeioiis (^e w pivmenl I family al*ow inees n countries 
whtr thi populatfon is chtuiy doubling evtrv twentv-tive vears) 
Ont IS ollcii iiiipitssed i vhese e uinuies bv tht fael IhU the / are as 
short ol lue s in the socmI uekt { ind of peepk to carry then out) as 
th > are ol e ipital oi of natunl lesoaiwcs I vpenditure on the study 
of s< eict\ deserves iheieloK is higln pn nitv isc )es expenditure on 
other branehe of knowledge 

2 Tin APPi i( ArroN oi ncv7 ideas 

There is always a gap between wl at is known lo the experts to be 
the most effcet way ot doing things, and wliat is actuallv done by 
the great ma)o uy of pe >ple it is not enough that knowledge should 
grow it should also be diffused, and applied m practice The rate at 
which knowledge is taken up depends partly on the receptiveness of 
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the people to ne^ ideas, and partly on the extent to which institu- 
tions make it profitable to acquire and apply new ideas. We shall 
consider each of these in turn. 

(fl) The Attitude tow^ards Innovation 

New ideas will be accepted most rapidly in those societies where 
people are accustomed to vanet> of opinion, or (o change, and are 
therefore pragmatic m thtir outlook Wt have alread> considered the 
mam factors which create »uch a situation, when we wcie conMdenng 
the conditions which favour scienljlic enqu*rv (section i(^i) of this 
chapter) The mam ingredients stressed there were political and 
religious variety, and a geographi-ttl situation which brings together 
people of many different occupations, oi from man> different parts 
of the woild A country which is isc lateJ bomogLnto is, proud and 
authoritarian is by contrast unhktlv to absorb ne^ ideas quickly 
when It meets them 

Apart froi'i this general background, rate it 'vh cli a i*' v\ idea 
IS leceivcd depends also partly open the idea ilst'f *n the picici 
not all new ideas are appr">pru*e, tewever useful th*v mjs be in 
some other country For example i acw seed mav unJantly 

in good weather, but if it is a'so e-ceptioi alb sensitive d»*oi4l i, it 
IS not appiopnate to a locahtv V hc»t the [ai'd ill \aue» fn m 

year to year A new idei ma\ Jc > be ripp opna*t htc *us^ the 
technological ttvel of the socivt) is lot yet ieat*> foi it ^ is' jmpic, 
a new tool mav not he di^cDtabic i niesv me U b'K Kr oi 
mechanics can mike it ci at la^st cai i 'pair it dico P bie^k-* :)vv’i 
Or the nev^ idea n>a> requ're considciabh nges capiii ejjt p- 
raent For example tne adoptioi ot i rev hi n McId ng seed may 
lequirc that iirpiuswcs miib K b»wi*t for g mding it, mw hams for 
storing Jt, ntw trar*v^ut ht t ^ I :>r ear'^mr it O'* lat i e of 
new fcrtiipers may tavc o v ’it upon the proV’su n <<l >rfjgjition 
facilities, if ll t land is oMi^rvisc too dry b-r fertile p»s t > he produc- 
ti\e It s iiif n that a new d j im ii* i Id tc hn i w Ihout 
at the same time nquir.ng i < cf i ♦^hc»‘ e larger i skill oi of 
capital formation, m ord-i to icummoc itc itself 1 h is one iT the 
main reasons whv th*rc is ' ' cfhn a g*p rttwen tne f\j>erf who 
arrives froni inothcr co’ itr^ aud tht pc^^pV Iv s advising 

The expert takes for^-granted a wi olc set of vondilions unoii which 
hts mnova lon depend wl vh aie no pait of ins c ptiiise, Su*. 
aie not present m h s mmd i he person adused, however, m^y sec ai 
once that the idea will not work in his conditions, of if he docs not 
see this at once, may in due course be frustrated when one unforeseen 
obstacle at t another prevents him from getting the results which are 
obtained elsewhere. The only remedies for the situation are humibty 
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on the part of experts, combined with willingness to make pilot 
experiments on the part of those whom they advise. 

In addition to technological readjustments the new idea may also 
involve social changes, and may be resisted on this account. For 
example, the introduction of central mills for extracting oil from 
the oil palm fruit doubles the yield of oil, but it also deprives the 
wives of West African farmers of the perquisites they get when they 
extract the oil for their husbands, and is therefore strongly and 
effectively resisted by them; it also alters the division of labour be- 
tween husband and wife, and anything which does this has far- 
reaching and unforeseeable consequences. Or the innovation may 
damage whole classes of people who earn their living in particular 
ways, and who therefore resist its introduction. Such were the 
Luddites, whose behaviour is repeated daily in every community, 
by workers or capitalists or landowners who lobby to prevent 
changes which would damage their particular interests. Innovations 
are not therefore easily introduced in communities where there is 
tenderness towards established expectations; it flourishes better in 
places where cc>mpetilion is well regarded, and where attempts to 
create or preserve monopoly positions are ruthlessly suppressed. 

I he innovation will also have a hard time making its way if it 
conflicts directly with current taboos or religious doctrines. In such 
circumstances a new idea is frequently championed first of all by 
minority groups, such as religious, racial or political minorities, w'lth 
whose creed it does not conflict; or by frustrated or dissident mem- 
bers of the majority group who take it up as a way of expressing their 
dissidcnce This is one icason why progress so often comes not 
through the efforts of those who are in authority, but in opposition 
to then efforts. 

Much depends also on who are t'.e first sponsoi of ar' idea. If the 
idea is sponsored 8y ij.fluential members of the society, it is likely to 
be accepted more rapidly than if it is introduced by people whose 
opinions carry no weight. In some societies influence is wielded by 
persons in authority — by chiefs, elders, pri^^^s. magistrates and rich 
men, and the effort of the innovator has to be directed in the first 
instance to persuading people in aui'.ority. This is one of the advan- 
tages claimed by the British for ‘indirect rule’ in Africa; once the 
chief and elders were persuaded, they told tht people what to do, 
affl the new idea was universally applied; whereas in more demd- 
cratic societies it is much harder to gel new ideas accepted. In some 
societies theic tension between those in authority and those whom 
they govern; ihe old rulers may be on their way out, and real in- 
fluence is centred elsewhere. Finding the point at which to begin is 
the first task of would-be disseminators of new ideas. The influence 
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of foreigners also varies very much. If they establish themselves as a 
rich and powerful ruling class, people will probably want to imitate 
them* and their ways will spread. But foreigners may also be hated, 
for anti-imperialist reasons, or despised, because of their lowly 
origins, and some or all their ways may be deliberately rejected. In 
practice, foreigners are the greatest vehicle of new ideas today, 
whether their influence is exercised in person on the spot, or through 
their writings, their films, or their rad^o programmes, or through 
students and visitors from the home country visiting foreign 
lands. 

(b) Knowledge and Profit 

If new knowledge is to be accepted and applied to production, it 
must be profitable as well as new. It takes effort to acquire knowledge, 
and to apply it may require both extra resources and also extra 
willingness to bear risks. The application of knowledge therefore 
demands an institutional pattern which associates differential effort 
with differential reward. We have already discussed this matter in 
Chapter III in general terras. It remains here only to say a fev\ words 
with special reference to the institutional requircmenls for the 
acceptance of knowledge. 

Essentially the point is that there must be adequate differentials in 
the rewards for skill, for responsibility, and for risk-bearing. The 
extent of differentiation for these factor^s seems in practice to vary 
with the degree and the rate of economic development. In societies 
where output per head is not growing, the supply of skill often 
exceeds the demand; it is hard to find work for all the people who 
qualify, and the differential payment for skill is small. This situation 
ceases when growth begins. Economic growth makes enormous 
demands for skills of many kinds. It is associated with a great increase 
in specialization, and therefore in the range of skills. This in turn 
increases the need for co-ordination, increases the average size of 
firm or other economic unit, and increases the demand for supervisory 
and administrative staff. The ‘middle’ classes thus grow rapidly, 
relatively to all others. In this process the differentials between skilled 
and unskilled, literate and illiterate, supervisory and supervised, tend 
to widen. And this process is especially helped if, in order to meet the 
demand for skills, it fe necessary to recruit skilled people from more 
advanced countries; for such people have to be paid salaries higlfS# 
even than they could earn at home, and this enables their native 
counterparts also to demand incomes which are disproportionately 
high when compared with the incomes of farmers or of unskilled 
workers. Ac cordingly, in societies at this stage, differentials are wider 
than they arc both in less developed and in more developed societies. 
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The currently high differentials in the U.S.S.R. are an excellent ex- 
ample of the point. 

This situation rights itself as the spread of educational facilities 
begins to increase the flow of people with superior training. Com- 
pulsory education comes into force, so that mere literacy ceases too 
command a premium. Technical schools and apprenticeship arrange- 
ments multiply the supply of carpenters, mechanics, builders, and 
other grades of skilled artisan. Secondary schools produce an out- 
flow of typists, clerks, teachers, and personal assistants of various 
kinds. And universities begin to pour out the people needed at higher 
levels. As the supply increases, the differentials are reduced. High 
differentials also stimulate the substitution of machinery; machines 
are introduced to do work for which manual skill was formerly 
required, and these machines are manned by people with httle skill, 
at lower levels of wages. There may also be significant institutional 
changes. In the beginning it is the skilled workers who most easily 
organize themselves into trade unions and professional associations, 
for the purpose of raising earnings. But in due course all arc union- 
ized, and if the skilled feel themselves menaced by the unskilled with 
new machines, they may take particular care themselves to organize 
the unskilled and to keep the differential between skilled and un- 
skilled from being substantial. All these factors cause differentials to 
nanow in advanced economies, with well developed educational 
facilities. And they al>o of course create social tensions, since the 
‘middle* classes resent the fact that they arc losing their plate on the 
economic ladder. 

It seem 'I that much the same happens to entrepreneurial incomes. 
In the early stages of devciopmenl llicrc is a marked reluctance to 
take the risk of branching out in . cw lines Money goes easily into 
land, into trade, into n'»oncylcnding, and into urban hou ing, but the 
native capitalists will not venture into mining, into public utilities, 
into commercial agriculture or into manufacturing unless they see 
chances of exceptional profits. Besides, they have little knowledge of 
such matters, 1 hese fields are therefore left lo foreigners, who bring 
with them new techniques, both of production and also of organiza- 
tion, and who in turn are attractcc only because they believe that 
they can make much larger profits than they would if they invested 
their money at home. In ilic early stages of development, profits grow 
as a proportion of the national income, and so do savings (the process 
is described in Chapter V). The foreign entrepreneurs are also widely 
imitated, to ll . point where eventually native entrepreneurs are so 
numerous that the economy ceases to depend upon foreign entre- 
preneurship. It grows up into economic independence, and may even 
in due course begin to export capital and entrepreneurs itself. 
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Outside the sphere of agriculture, which can be conducted on a 
family size basis, economic growth is bound to be slow unless there is 
an adequate supply of entrepieneurs looking out for new ideas, and 
willing to take the risk of introducing them. Thus a private enterprise 
economy will be retarded if it has not enough business men, or if its 
business men arc reluctant to take risks, whether because they cannot 
raise the capital, or because they are timid by nature, or because the 
differentials for nsk-taking are inadequate. For example, we saw 
earlier in this chapter that many people compare the United Kingdom 
with the United States, and say that the adoption of innovations is 
slower in the former. We pointed out that this is not due to any 
deficiency of invention, for the United Kingdom has been well to the 
fore in inventing new commodities and processes, If there is a de- 
ficiency, it is a difference in the rate of bringing new commodities to 
the stage of mass production. This is a deficiency not of research, but 
of entrepreneurship, suggesting that, for one reason or another, 
British entrepreneurs are not as quick to exploit new inventions as 
are their American counterparts. 

Entrepreneurs arc stimulated to innovate by ttie desire for social 
success, by the hope of big profits, or by the fear of great IdSscs if they 
fail to innovate. 1 he first of these motives is v\eak in societies where 
business success is not highly regarded; the second has no point in 
societies which tax profits and capital gains heavily, and the third 
disappears if tfic general atmosphere of the economy becomes 
monopolistic rather than competitive. If it is true that British 
entrepreneurs are less enterprising than American entrepreneurs-- 
and not every one accepts this as a fact— the explanation is probably 
to be found in one or other of these lactois. 

Many under-developed countries, awakening in the middle of the 
twentieth century to a strong desire for economic development, are 
embarrassed by what it seems to ••equirc in terms of inequality of 
income, whether as between the 'middle' classes and the farmers, as 
between foreigners and natives, or as between prolils and other 
incomes. For the climate of our day is hostile to income differentials 
in general, to foreign differentials in particular, and to handsome 
profits in the extreme. These, howevei, are part of the cost of develop- 
ment. One way to respond to this situation is to hold up development, 
keeping it in step witlfthc supply of native skills, and with the capacity 
of the public service to substitute for private entrepreneurship. An 
alternative response is to accept these differentials as a temporary 
cost of more rapid growth. In either case the most effective remedy is 
to multiply as rapidly as possible the skills on which development 
makes acufe demands, since this both hastens the possibilities of 
development and also keeps at a minimum its cost in inequality. 
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3 , TRAINING PROGRAMMES 


(a) Priorities 

Economic development makes tremendous demands on educa- 
tional fcu.ihti» s ji ^-vtrv level 1 here is a greater demand for pninary 
education, culminating m the demand that ever> child of school 
age skhould have compulsory education More secondary schools 
are needed, eitrci to supplv more secondary education for its own 
sake, or else to prosnie mateiial for the universities, or for further 
training as SccietaiiCa, teachers, or teclinical assistants A whole 
range of tiaimng facilities is reouiied for artisans, agricultural 
assistants, teachcis nuracs sec*‘cldiies mechanics Outside the 
range tluse institutions theie is the field of adult **ducatioii, 
extending from literacv campaigns or agriculturai ixtemion to liter- 
ary cldis^s And civ'v^ning the whole svstem is tlic ncid lor tiaming 
at univ^r^it) lose! in almost every brine i ofknowlejt^ 

Ihe ( i{ o) providing all tne**/ stmc's ‘properly’ is b yt nd 
the budget ar*v 1 'w i k me * oi mrv I lerre c iom r ha > to be extr- 
Ci ed Shill Thvre be a f w veil trained or i r uch larger numbci 
haUtrd»nwJ' ()i whit nri ti shall Thr"c be as between tech- 
nKal ana ^-ivondtcv adult and pnnii 13 m hamamstic and techno- 
Ici-'Kal ' 

FaJct nrsl the question of piu ntiv The d'fhcalty education raises 
IS that n IS both a consumer and a^ im esimeiit service In so far as it 
js an investment, it contribute^ dinctlv towai*ds mcieasmg output 
There ai-e counties where ah educati m is ^ »‘pect because of its 
potential damage to current authority whethti Oi>hliraI, religious, 
racial or caste But most countries have no difhcultv *n duidinp that 
all educational tacihties which d cetJy increas output i » ? 

expanding to the hmd, in the stn^e that thr me ley spent 00 c 
facilities IS d capifal investment just like monev spent on irngation 
The diflficullv is where to draw the line with those tvpes of education 
which contribute more to enjoyment than to output — literacy for 
example Seme members of the conimunilv must be iiteiate, other- 
wise they cannot do ihcr lobs But *1 is not arguable that the majonty 
of peasant** portcis, barbers or dr lustic servants will be so much 
more productive if they art hteratc as to cover more than the cost of 
educating them waiU education for all these people not as an 
mvestm^^nt, but as a consun cr good, because we think it will help 
them to enjoy some things more (books, newspapers), or to under- 
stand some t\ gs better (Not that they will necessarily be any the 
happier f this Ihev will only be more human ) In economic terms, 
such part of education as is not a profitable investment is on a par 
with other consumer goods, bke clothes, houses or gramophones 
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National income is not large enough for every person in the com- 
munity to have his fill. 

In the days before education was free, compulsory, and national- 
ized, each family solved these problems for itself, buying as much 
education from private teachers as it could afford, having regard to 
its income, its investment programme, and its other needs. Since 
the uneducated are not really in a position to judge correctly the 
advantages and disadvantages of education, the decisions made were 
incorrect, erring presumably on the side of under-valuing education — 
at any rate, in such communities the demand for education is 
extremely small, in relation to the population as a whole. Nowadays 
however, education is a public service, and therefore most of the 
decisions which have to be made are matters of political controversy. 

Political views on educational priorities are changing. Fifty years 
ago most nationalist politicians nailed their hag to the mast of 
literacy; the supreme objective of educational policy was thought to 
be to get all the children into school. The emphasis was primarily on 
education as a consumer service* some of ii would also yield divi- 
dends in the form of increased output, but it was a matter of national 
pride that the community should be literate, whatever life effect on 
output might be. In these days pru^niies arc changing, and the invest- 
ment types of education arc receiving a stress which they never had 
before. For example the financial provision for agricultural extension 
services and for technical institutes is expanding rapidly m many 
countries. And adult education is coming to the fore. I here are even 
education theorists who say that it is more valuable to teach the 
parents than the children at this stage. What the children learn in 
school, it is argued, they forget oi ignore when they return home to 
their unenlightened families; and after five or six years of compul- 
sory learning to read, many have forgotten how to read within three 
years of leaving school. Whereas, if the parents ire taught to read 
and write, their children will learn too, in one way or another; and 
the parents can also be taught, at their own workplaces or farms, how 
to improve their productive skills. There are even extremists who say 
that too much is claimeo for literacy; people should be taught to make 
more of their environments — taught ways of increasing yields per 
acre, or artisan skills, or child care, or dressmaking, most of which 
can be done without teaching literacy, and is more useful. 

The same sort of ferment engulfs attitudes towards higher eduSS- 
tion. Education at university level is primarily seen as an investment, 
by those who submit themselves to it; it is a means of ensuring 
superior social status and superior income. The status of lawyers 
being what U is, and the income of the most successful lawyers being 
very attractive, this branch of learning has always been dispropor- 
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tionatcly cultivated. This is one reason why there are too many law- 
yers in most low income countries, and why it is believed that some 
lawyers are tempted into trickery in order to make a living. In 
countries where university facilities are provided extensively, the 
number of lawyers is so obviously superfluous that many students 
have to look to other faculties. If at the same time the community is 
not undergoing economic development, so that there is not an ex- 
panding market for engineers, scientists or doctors, the country is 
flooded with arts graduates, who have to take any jobs that they can 
get, and who are extremely dissatisfied and first class material for 
political agitation because they cannot get the salaries or e\en the 
social status which they think their superior education deserves. 

Looked at from the social point of view, the question whether 
university education is a consumer or an investment service depends 
simply on the supply in relation to demand. In those low income coun- 
tries wliere large number of unemployable arts graduates are turned 
out every year it is primarily a consumer service, and is indefensible. 
It is indefensible because the cost of training a university graduate is 
so high that if education is only a consumer service it would be much 
fairer to spend the taxpayers’ money on providing more primary 
schools, or on giving more children a secondary education, rather 
than to spend it on giving a relatively small number education to 
university level. But the situation is quite different in a community 
in which economic development is occuring fairly rapidly. Here there 
IS an ever expanding demand for doctors, enginecis, biologists, 
administrators, and all the other products of the university. Lven the 
demand for more primary education also puts its strain upon the 
university, for, to have more primary students you must have more 
primary teachers; more primary teachers means more secondary 
students; this means more seconuary teachers; ^-hich means more 
university studcifts; primary, secondary and university education 
constitute a pyramid, where all levels must expand in step. The 
‘anomaly’ of a poor country spending a lot of money to build a 
university when only ten per cent of it'* children are receiving 
primary education is no anomaly at all. 

The geneial effect of changing opinions is to change the emphasis 
of educational budgets. Fifty years ago the main emphasis was on 
primary education, but today in many budgets much greater em- 
pfiasis is given to higher education, to technical education, or to 
adult education (including agricultural extension). The tendency is 
to agree to rega rd these others as investment expenditure, and to give 
them absolute prionty, while leaving the extension of primary 
education to fight for its place in public expenditure with roads, 
health, and all the other services which governments have to provide. 
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Apart from the question of priorities of different types, there is also 
the question of the quality of each type. Should primary education be 
provided for all children for five years, or for half the children for ten 
years? Must all primary school teachers have a secondary education 
followed by two years special training — ^in which case their numbers 
will be small— or should there be a rapid multiplication of teachers on 
short courses, who know little themselves beyond the thice R’s, but 
who can then be used for a rapid extensi-m of the primary school 
system? The U.S.S.R. chose numbers rather than quality, and set 
about rapidly multiplying the numbers of half-trained teachers, 
agricultural assistants, dental assistants, medical assistants, and the 
like. There are two arguments for doing this. The compelling argu- 
ment is sjDeed. It takes time, and costs a lot of mone>, to train people 
to the highest standards of their craft. Hence if only the fully qualified 
are allowed to practise, most of the population are left without any 
dental, medical, agricultural or educational facilities, when they 
would be much better off if they could have the services of the half- 
trained. The other argument is that most of the work done by the 
fully trained can be done just as well by the half-trained. Hence it is 
a waste of skill to insist that only the skilled should prac tise. On the 
other hand, the main political argument against this 'dilution’ of 
skills is national pride. In several countries where the proposal has 
been made it has been rejected by the press and by the nationalist 
politicians on the ground that national pride demands that *our 
doctors (teachers, etc.) should be as good as those in Tngland'— 
or whichever advanced country is the local model. There is also the 
resistance of professional associations, but this would probably not 
be effective if national pride could not also be enlisted on its side. 

Opinion is also changing on the subject of how long it takes to 
teach a skill. Under the influence of professional associations and of 
trade unions the emphasis has hitherto been upon long periods of 
apprenticeship and training. During the second world war, however, 
when speed was of the essence of success, it was conceded that 
people could learn the essentials of a job sometimes in as little as a 
quarter of the time which had hitherto been required. New techniques 
were worked out for giving rapid training, with perhaps the most 
spectacular results in the fields of teaching literacy, and teaching 
foreign languages, but^^J.so with specially useful results in shorteniM 
the time required for training artisans and mechanics. These methoos 
can play a major role in places where a shortage of skills is holding up 
development. 

Yet anoi!«er result of breaking the hold of the professional upon 
training programmes is the realization that education need not pri- 
marily wait upon professionals. *Mass education’ programmes act 
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upon the principle that each person who learns should teach, and new 
techniques have been worked out for mass adult literacy campaigns 
which do indeed make it possible for a relatively small number of 
trained teachers to achieve astonishing results, on the basis of 
studetits passing on their knowledge. The secret of success in any 
adult education campaign — ^whether in literacy, in agiiculture, in 
child care or in Chinese literature — is to win the enthusiasm of the 
students, who not only therefore give their time and their minds to 
the subject, but also infect others with their enthusiasm and pass 
their knowledge on. This enthusiasm is all the more likely when the 
programme takes the student into itself to the extent of giving him 
also a missionary role, than it is in programmes where there is a 
professional barrier between student and teacher. 

The dilution of skills is a perennial problem, since technological 
progress is always rendering established skills useless and creating 
new skills. It would do this in any case, but does this all the more 
because each skill, as it is established, begins to be monopolized by 
people who draw up codes ot demarcation and rules of apprentice- 
ship, desiring to secure superior status and remuneration for their 
skill, by limiting the numbers who are permitted to practise it. 
Monopoly always presents a challenge to new invention, so that its 
toll may be evaded. Hence every skill has a sort of life history; it is 
born, recognizes itself, becomes subject to a host of regulations, 
excites hostility and evasion, fights a rearguard action against new 
skills which are invading its province, and cither compromises or dies; 
all this to the accompaniment of much pride, anger, sweat and tears. 

There are now a number of countries le,g. the Gold Coast) where 
the funds available for development cannot all be spent because of a 
shortage of required skills. Politica: factors will determine whether in 
these circumstan^s the rate of growth will be held up in the interest 
of quality and propriety, or whether there will be a rapid multiplica- 
tion of the partially trained. 

(b) Agricultural Extension 

Agricultural education illustrates very well several points which 
we have just discussed, namely the \ » (»blem of priority, the role of the 
partially trained, and the importance of enthusiasm, 

. <pAs for priority, expenditure on bringing ne>t knowledge to peasant 
farmers is probably the most productive investment w^hich can be 
made in any of the poorer agricultural economies. For raising the 
productivity o* the soil is in most places the surest and quickest way 
now available of increasing the national income substantially. For 
example, some agricultural experts assert that agricultural yields 
per acre could be doubled in India, by the application of techniques 



188 THE THEORY OF ECONOMIC GROWTH 

now known — ^the most important sources of gain being better seed 
selection and control, more use of artificial fertilizers, greater use of 
pesticides, and better conservation and utilization of water supplies. 
Such striking possibilities are not open everywhere, because the gap 
between what is known to the experts and what is done by the farmers 
is not everywhere as great as this. In many places, however, this is 
merely because there has been failure to do necessary research on 
food production. For reasons already mentioned, agricultural re- 
search in the tropics has concentrated upon the commercial crops 
which are exported to industrial countries (sugar, cocoa, rubber, tea, 
etc.), and has almost wholly neglected what is produced for home 
consumption (yams, cassava, sorghums and the like) despite the fact 
that in nearly all these economies the manpower and acreage devoted 
to food production is four or more times as great as that which is 
devoted to commercial crops. 

Research is a pre-requisite to extension, so where the basic research 
has still to be done, there is not yet scope for agricultural extension. 
However, once the knowledge becomes available, the need for 
extension workers is tremendous. If we assume that there should be 
one extension worker to every thousand persons gainfully f mployed 
in peasant agriculture, that two-thirds of the population are so em- 
ployed, and that to maintain an extension worker costs four or five 
times as much as a farmer receives, then the cost of the service, in- 
cluding supervisory staff works out at more than a quarter of one 
per cent of the national income. Add to this the desirable cost of 
agricultural research (this chapter, section 1(Z?) ), and we arrive at the 
conclusion that the Department of Agriculture should be spending on 
research and education somewhere between three-quarters and one 
per cent of the national income. The United States of America 
maintains something like this ratio of service expenditures to agricul- 
tural income; it has one extension worker to every^700 persons gain- 
fully occupied in agriculture, and it spends upon agricultural exten- 
sion and research about three-quarters of one per cent of net agricul- 
tural output. The United Kingdom also has a ratio of 1 to 700, but 
among the poorer countries of the world the only country which 
spends at this level upon agricultural services is Japan (it is also the 
only one which has had spectacular increases in peasant productivity). 

If an annual expenditure of one per cent of national income jjer 
annum could increase agricultural productivity by one per cent per 
annum (equivalent to one half of one per cent of national income) 
this would be an extremely productive investment, since it is equiva- 
lent to a return of fifty per cent per annum. The increase in produc- 
tivity cannot be credited exclusively to agricultural extension, since 
capital has also to be provided, for water supplies, tools, fertilizers. 
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etc. However, even when allowance is made for other needs, this com- 
plex of investments is the most profitable that agricultural countries 
can make. The rates we have used arc well within the bounds of 
possibility. In Japan between 1880 and 1920 productivity per acre 
grew at a cumulative annual rate of 1*3 per cent per annum. Rates 
of one per cent have been attained also by England and by the 
United States. Countries which start with a much wider gap between 
what is known and what is done should have no difficulty in achieving 
spectacular yields from what they spend on agricultural services. 

In order to provide agricultural service at this rate there would 
have to be a tremendous expansion in the number of agricultural 
officers. Many very highly trained people would be needed for 
research, and also to supervise the extension service, but the biggest 
expansion of all would be among the extension workers themselves, 
since one is needed for every five to ten villages. It would be im- 
possible to provide these numbers if each had to be given a full 
university education in agriculture. But it is also unnecessary and 
undesirable to have university graduates for this work. It is un- 
necessary because the extension worker’s job is only to transmit to 
the farmers techniques which have been thoroughly tried elsewhere. 
He needs to have his wits about him, and to know a good deal about 
practical agriculture, since he will otherwise be ineffective with the 
farmers. The best training for this is to have w'orked on a farm him- 
self, doing all the farm jobs, and then to have spent a year or at most 
two being trained in the new techniques. It is also undesirable that the 
officer be a university giaduate since his main problem is to make 
contact with the farmers and be accepted by them, and this is much 
more difficult for a university graduate than it is for someone 
whose background is not far rer.ioved from that of the farmers 
themselves. 

The extension Officer’s main problem is to make contact; not lust 
social contact, which is easy enough in village communities, but that 
contact of minds which results in imitation. For example, the main 
work of extension officers used at one time to be done on demonstra- 
tion farms, owned and operated by the agricultural service. These 
farms cultivated the best plants in .lie best ways, and larmcrs were 
invited to visit them and to see the results for themselves. Even when 
yields were very high the farmers did not alv*ays imitate what they 
were shown. They argued that the results achieved on the demonstra- 
tion farm would not necessarily be achieved on their own holdings. 
Perhaps the faiTi had been specially selected for soil or other quali- 
ties; perhaps equipment was being used, which the ordinary farmer 
did not possess; or perhaps the workers on the farm had had special 
training, or were receiving specif supervision which would not be 
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available on the peasants’ holdings. To get round these difficulties, 
modern extension techniques supplement the demonstration farm 
by persuading a few farmers to try out the innovation themselves on 
their own holdings. It is then clear to the remainder that good 
results have been achieved by farmers just like themselves on holdings 
just like their own. The success is no longer the success of a remotely 
controlled institution ; it is the success of their neighbours, and hence 
it calls for gossip, interest, investigation, discussion, and emulation. 
One of the first tasks of the newly arrived extension officer is now to 
find out which farmers are most respected in the district, and most 
likely to be imitated, and to try to enlist their co-operation in the 
campaign he has in hand. 

There is a world of difference between doing extension work in a 
community where the farmers are not used to the idea of technical 
change, and doing it in an environment where farmers look naturally 
to the scientist to solve their problems. In an advanced community 
like England or the United States the farmers know that the geneti- 
cists are breeding better varieties, that the entomologists and the 
pathologists arc producing ways of controlling pests and diseases, and 
that manufacturers of machinery are constantly introducing hnproved 
equipment. They are keen to hear about these things, and so they 
subscribe to farm journals, they listen to radio programmes for 
farmers, and they attend meetings of farmers’ clubs In these ways 
new ideas are disseminated rapidly. The extension problem in back- 
ward communities is to create a similar atmosphere, in which the 
farmers look upon the agricultural officers as an essential part of the 
agricultural community, existing in oider to make life easier for the 
farmer. Part of the secret of this consists in getting the farmers to 
form agricultural societies, for discussion, foi visiting cat,h other's 
farms, and for demonstrations. The other part consists in really 
having something to offer. If the extension officer Succeeds in solving 
some problem which has worried the farmers — some disease for 
cxamplc-*he will gain their confidence; whereas if nothing comes 
from taking his advice, the faimerr will not take him seriously. 

The background to farmers’ enthusiasm is sometimes political. 
In a world in which farmers have been exploited for generations by 
landlords, moneylenders and traders it is difficult for them to work 
up enthusiasm for new techniques, especially if they suspect that the 
main result may be to increase the takings of their oppressors. La?!^ 
reform is therefore often a necessary prelude to successful agricul- 
tural extension. If the country’s political leaders begin Co take a real 
interest in the farmers’ problems — ^which most often they do not — 
and show b> their deeds as well as their words that they are out to 
help the fanners, then the farmers are likely to respond. Agricultural 
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extension without the political changes and pohtical enthusiasm 
which it requires may lust fall flat. 

We have observed before that the introduction of new techniques 
requires a great number of changes, not only m economic and social 
structure, but also in the provision of capital, and the acquisition of 
new skills Agricultural e> tension must therefore be seen only as one 
part in a wider programme of agricultural improvement, which 
includes such other things as roads, agucultuial credit, water 
supplies, cificjent marketing, land leform, the de\clopment of new 
industries to absorb surplus labour, co operatives, and so on. 
Economic growth alwava involves change on a wide front, and of no 
sector IS this moie true than it is of rural hfe. 

(c) Industrial Aptitudes 

Economic growth results m a continuous decJint of the importance 
of agriculture relatively to other sources of employment Hence other 
mdustiies arc continuously recruiting labour from th^ agricultural 
sector (absolutely, if population is stable, and lelatnelv it population 
IS growing rapidly) 

It IS universal experience that when labour first comes into 
industry (or mining) from the countryside its productivity is very 
low, compaied with th it of labour which has been w irking in indus- 
try lor a very long time 1 here are several reasons for this J- irst of 
all, the indvstnaJ way of hfe is quite different from the agncultural. 
In agnt ultuic one has short bursts of intense achvitv, fiom dawn till 
dusk, associated with planting or with harvesting, followed by long 
periods of idleness or lenurely activity in the seasons unfavourable 
to agriculture In industry, on the other hand, one is expected to work 
ut an even pace for eight or nine hi urs of every d ly five or six days a 
week, throughout the year In pe^ ant agncultun again, one works 
as ones mistci,*plymg a craft familiar from birth and making 
numerous decisi ns all the time In the factory one is plying a new 
craft, undci '^upti vision, doing exactly what one is told, and acting 
merely as a cog m some very complicated mechanism, making per 
haps one knt'wa not what, to sell to almost certainly one knows not 
whom The omm unity IS also diffei ii In the fields one works alone, 
(>»• with a few chosen friends Whereas in a factory one works with a 
large crowd of people whom one has no part in choosing It takes a 
bme to grow iccustorred to these new ways of hving, and to 
settle down into the kind of legulanty industrial life demands It is 
said that won n and children make the adjustment more easily than 
adult men, and that this is one reason why industrial revolutions tend 
to rely so much upon child and female labour in their early stages, if 
not controlled in this respect. The transiUon is also easier where the 
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philosophy of the people already includes a great respect for dis- 
cipline, for system, and for order in community relations, since this 
prepares them for the highly regulated life which they will have to 
live in large industrial undertakings. Some historians, for example, 
believe that the Germans and the Japanese took easily to industrial- 
ization for this sort of reason. 

The differences of background between rural and industrial life 
also explain why new recruits are much better at some jobs than at 
others. For example, however knowledgeable and responsible a 
person may be on a farm, the knowledge required foi exercising 
responsibility in a factory is quite different. Instead of having well 
developed instincts for rain and animal or plant behaviour, he must 
have well developed instincts for mechanical processes, which alert 
him to error or to opportunities of improvement. Lacking these, the 
recruit has to be taught one operation at a time, leaving the minimum 
to his discretion; he cannot do jobs where several different operations 
have to be performed and co-ordinated. The division of labour has 
to be all the greater the less skilled is the labour one i^ using. Cor- 
respondingly one needs to have a greater proportion of supervisors, 
to co-ordinate what is subdivided. The need for a higli» ratio of 
supervisory staff is a mark of all countries where industrialization is 
new, and, when these supervisors have to be imported fi oin abroad, 
this is also one reason wh> costs in these countries are not as low as 
one might expect them to be, having regard to the low level of wages. 
Alternatively the use of very unskilled labour stimulates mechaniza- 
tion, since jobs are subdivided into the simplest pioccsses, and also 
since the machine brings greater precision to some operations than 
unskilled workers can be relied on to have. This, it is sometimes 
thought, may be one reason why mechanization proceeded more 
rapidly in the United States of America in the second half of the 
nineteenth century than it did in England. • 

These differences of background explain also why discipline tends 
to be so strict and irksome in the early stages of industrialization. 
Many of the things which rural woikers have a natural inclination 
to do arc incompatible with cfTicicnt industry, and tlie task of form- 
ing different natural inclinations is no easier than is the task of pre- 
paring children for life as adults. Much of this discipline is crude and 
self-defeating, bccausg it is exercised by persons who do not under- 
stand the problem or the people with whom they are dealing, 9ht 
irksome forms of discipline cannot be escaped entirely in the early 
stages of industrialization. 

With the passage of time, workers adjust themselves to their new 
environmen and acquire a new range of knowledge and of instincts. 
They become more skilled, not only in the sense that they know more 
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operations, but also in the sense that their discretion can be left to 
operate over a wider range of problems — they recognize what is 
wrong as they did not before. Productivity grows with special rapidity 
as between the first generation of urban workers and the second. The 
process is hastened if the newcomers are allowed and encouraged to 
settle down to urban life, making a complete break with agricultural 
employment, and it is least rapid where industry recruits workers 
who remain with it for a year or so, and then return to their villages. 

The use of migrant labour in industry is not a simple issue. There 
are some special cases. For example, Japanese girls leave the village 
to work in the cotton industry, and in due course return to the 
village to marry. Female labour has everywhere a similarly high rate 
of turnover whether migration is involved or not. Temporary mining 
communities arc another special case; if the industry itself is only 
temporary, it obviously cannot build up a permanent labour force. 
Apart from these special cases, some industrialists believe that they 
get labour more cheaply in this way. They believe that young men 
who arc leaving the village for a year only will do so partly out of a 
spirit of adventure, and will therefore come for lower wages; that 
they will put up with cheap and uncomfortable bachelor's barracks, 
since the period of occupation is short; thai a high turnover makes 
impossible the creation of a strong trade union movement; and that 
if it becomes necessary to reduce the labour force, men can be re- 
turned to their villages without bothering about unemployment pay. 
It is most doubtful whether this reasoning is correct. Certainly the 
mining companies of Central Alrica, which started operations on the 
basis of migrant labour, are now ail abandoning it in favour of creat- 
ing permanent labour forces. Money spent on purchasing an ex- 
perienced and settled labour force j often the beM investment. If the 
industry is subject to sharp cyclical or other fiuctu.Uions it may seem 
an advantage to tfc abic to return the unemployed ti^ their villages, 
but it is hopeless to expect continuously inipro\ing productivity on 
this basis. 

Whether permanent or migrant, the new industrial force is too 
often crowded into unpleasant slums, wiihoui the amenities or 
advantages of town life. In this en\..«)nment the incentive to break 
one’s links with the village is at its minimum. 1'hcre is no reason why 
new industrial towns should not be well plann«i, and equipped with 
family size houses, .schools, parks, ch.urches. cinemas and all those 
other amenities which make a good town a much more attractive 
place to live ir «for most people) than a village. Neither is there any 
excuse for not developing a proper range of social services— 
medical services, unemployment pay, pensions and the like — in the 
absence of which the industrial worker is forced to keep one foot in 
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the Village, so that he can return to it in case of need 1 he effect would 
be a healthier labour force, more settled, and more anxious for 
improvement on the job These things cost more, but they also pd> 
off in extra productivity, as well as in human happiness 

Of particular importance to the productivity of newly recruited 
workers are health and diet In the poorer countries most people are 
infected bv parasites of one kind or another, such as malaria or hook- 
worm, which sap their energy and reduce productiMty \Mthout pre- 
venting people from turning up lor work It pa>s industrial com- 
panies to provide free medical services, to see that their workers are 
well housed and even to have the houses spra>cd regularlv with 
DDF It also pa>s to provide free or cheap meals in canteens, to 
ensure that the ^sorkeis are properiy fed Good welfare services 
inside the factor) are e\en more nctessary in these tountucs tnan 
they are in Europe or North America Much of tic diffcicnce in 
productivitv IS duo just to unhealthy and malnourished bodies 

The productiMlY ol lihour depends dso upon tht training it 
receives Much mont> is now bemg spent on building ntv technical 
institutes in the pooier countnes lor a whole range of artisan skids— 
building woikcis mechanics, electricians and the like •Ihcsc in- 
stitutes meet a gieat need, sine 5 economic development creates a 
great shortage of all these skills 

Most of the industiial labour force, however, consists of skilled 
and unskilled workers v^ho learn their work not in an institute but 
on thi job Muc li of thi . training is done badl>, siiict the newcomer is 
merelv alloc tied to some other worker who js suppo.ed to tcdw-h him 
the job not many people however good Ihev mav be at tluir own 
job, aic also good at leaching it to s»>mcbodv c*sl unless they ha\c 
also leccived ^oirc inotiuction in teaching or take a special interest 
in the problem The more etl'cient fnms stlcct for the purpose 
workers who ha'c proved to have a special aplTiudc and liking tor 
teaching And they may also create special courses for newcomers, 
and appoint a special officer to tun them 

These strictures on training appl> equally to organizetl systems of 
apprenticeship A system of apprenticeship is necessary in all those 
trades where experience is necessary to craftsmanship All the same, 
most apprenticeship systems degenerate into a racket Inic rested 
unions or associations prolong the period of apprenticesh p, so as to 
reduce the inflow tc the trade, and^maintain scarcity earnings ^he 
apprentice’s time is then misused, since he is expected to spend liis 
earl) months sweeping floors, carrying tools, making tea, or in 
equivdlciU -Pursuits And the journeyman to whom he is attached may 
be a good, >>dd or indifferent teacher. It is therefore very desirable 
that apprenticeship systems be reviewed from time to time, that they 
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be associated with part-time or evening instruction, and that the 
firms which participate should give special attention to the selection 
of those workers to whom the apprentices are assigned. 

Productivity depends, finally, on the worker’s interest in his job. 
This is partly a matter of pay, partly a matter of the prospects of pro- 
motion, and partly a matter of the social atmosphere of the factory. 
In so far as it is a matter of pay, what is required is mainly that there 
should be adequate differentials for skill, for superior output, and for 
responsibility, so that the worker should be encouraged to give of 
his best, and should feel rewarded for doing so. Whether these 
incentives should be individual or based on group performance is a 
subsidiary matter, to be decided according to circumstances. As for 
promotion, this concerns relatively few, unless large classes are 
affected by some mass discrimination such as a colour ba**. or dis- 
criminations based on religion, sex, nationality or the like. Such 
mass discriminations reduce the rate of economic growth, apart from 
their effects on social relations, if only because they depiive society 
of the superior talents of some of those against whom the bar is 
operated. In any case, even if promotii n concerns only a few, these 
are a very significant minority, since their performance in positions of 
responsibility may make a substantial difference to the quantity and 
quality of output; it is therefore important that workers should feel 
that there is a clear road open to all who deserve it As for the social 
atmosphere inside the factory, this is a complicated matter to which 
we made extended reference in Chapter til. It is a matter partly of 
size of firm, of amenities inside the factory, of opportunities for 
consultation, and of a free flow of confidence between workers and 
their supervisors. All industrial communities are wrestling with this 
problem, and we cannot yet be sure rhat it has any universal solution. 
One point on which most observe^ agree is the crucial position of 
the factory foremih, whether in maintaining good human relations, 
or in ensuring a high level of productivity. 1 he system of selection 
and promotion must therefore be such that men who have the right 
qualities for foremanship are spotted quieiJy, and given training 
adequate for their important role. 

Behind many of the problems of .^ojustmenl to industrial life lies 
the greater problem of the adjustment of ethical codes. The yeeruit 
to Jndustry from tribal conditions has a very highly developed 
ethical code, which lays down for him patterns of obligation to a wide 
range of persons in relationships of kinship, age, political or religious 
status. If he coi ics from a non-pccuniary society, his code may con- 
tain no rules governing relations between employer and employed, 
buyer and seller, or workman and his mates; such precepts as ‘a fair 
day’s work for a fair day’s pay’, or ‘a fair day’s pay for a fair day’s 
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work* are foreign to his code, and come to have meaning only as he 
acquires a new code appropriate to his new conditions. Even more 
foreign to his experience is the idea of nine hours continuous work 
every day for six days every week under strict supervision. The clash 
of moral codes is painful, and what emerges is often not recognizable 
by any person who was brought up in either of the conflicting codes. 
This makes it all the more desirable that very special efforts should 
be made to create a new and meaningful community life in areas of 
new industrial growth. Otherwise, what might be a disciplined, happy 
and productive community may instead become a spiritual, political 
and industrial sore. Historically, the establishment of a new way of 
life is often associated also with a new religious ferment. The 
spread of Methodism in the new industrial towns of England and 
Wales during the industrial revolution did much to integrate these 
new communities, and to provide newcomers to urban life with a 
system of ideas which suited their new lives and made them meaning- 
ful. Religious innovation has no doubt a similar role to play in most 
other industrial revolutions. 

(d) Business Administration 

Economic development creates a very great demand for competent 
administrators, whether in business or in public service. The poorer 
countries frequently have a multitude of business men — small traders 
especially— with a well developed passion for making money by 
buying in the cheapest and selling in the dearest market, or by lending 
money at the highest rates which the traffic will bear. What is deficient 
is not the spirit of enterprise, but the experience of administration. 
The economies of large scale production make possible a considerable 
increase in income if only people can be found capable of managing 
large undertakings efficiently, including managing large numbers of 
men and great quantities of physical resources; arid it is in knowledge 
and experience of me problems of large scale administration that the 
deficiency of these countries is most evident. 

The great entrepreneurs arc born, not made. The men who intro- 
duce new commodities or new systems of organization — the Fords 
or the Woolworths — are few in number, and cannot be made to order. 
Most business men. however, have only to do a fairly routine job, for 
which they can be fitted by acquiring knowledge and experience. 

Some of this knowledge can be learnt in business schools, buT an 
important part can be learnt only by experience of the job, and the 
rest depends on personal qualities of temperament and character. 
Business schools can teach the tricks of keeping records (of stocks, 
orders, credit^, debits, etc.), some of the tricks in the handling of 
physical resources (factory layout, care of machinery, the smooth 
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flow of work through the factory), and some of the tricks in the 
management of men (selection of staif, delegation of duties, methods 
of training and so forth). But they cannot teach a business man how 
to get on with his staff, so that he combines their loyalty with their 
efficiency — ^this he must learn in practice, if indeed his temperament 
permits it. Neither can they impart that commercial sense, which cuts 
out waste, adjusts the use of resources to the flow of output, knows 
what prices to pay or to charge, and knows how to buy and sell and 
how much credit to give. And it is quite beyond them to instil the 
sense of integrity, without which a firm cannot acquire reputation or 
goodwill, and without which it cannot therefore last. 

In practice much of the experience required for competence in 
administration is gained by working in foreign firms at home or 
abroad, after which the employee becomes a manager on his own 
account. Hence perhaps the most serious indictment which can be 
levied against some foreign firms is their reluctance to employ the 
native people in any but inferior positions — usually because of racial, 
religious, or other prejudice. If no one will employ the local people 
above the level of clerks, they cannot learn how to manage industrial 
businesses for themselves; their economic affairs will then always be 
dominated by foreigners, and economic growth will be held up by 
the costs and shortages involved in dependence upon foreign 
enterprise. This is one reason why most colonial countries, as soon as 
they become independent, pass legislation or take other steps to 
compel foreign firms to open up managerial positions to local people. 
But even non-colonial conntrics have taken such measures* thus, 
when foreigners brought new trades to England in the sixteenth and 
seventeenth centuries, the patents of monopoly which they were 
granted often included the conditioi. that the foreigner mu^t train a 
number of Englishmen In his craft within a stipulated period. 

At the same time, countries in the initial stages of development 
find it profitable to send some of their young people abroad, to gain 
experience in foreign firms Thus the Germans sent large numbers 
of their young people to work in England ii, the last quarter of the 
nineteenth c'entury, and their example was followed a little later by 
Japan, whose ptople were sent to Geri>'<»ny and to the United States. 
On their return a few go into business on their own ; Imt most of them 
find employment in existing nrms, domestic or fdreign; or else in the 
ever expanding government seivicc, which also demands knowledge 
and experience of administration. It may not be so easy for the 
coloured nation 3f the world to carry out this policy as it was for 
the white, since colour prejudice in the advanced countries may make 
it difficult to find firms willing to accept coloured trainees, but there 
are more opportunities than are in fact exploited. One favourable 
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drcufflstanoe is the fact that some of the industrial countries are 
anxious to extend their personal relations with the poorer countries, 
in order to divert orders to themselves away from other industrial 
countries; and for this reason they may welcome the opportunity to 
meet and train the men who will be giving the orders when they 
return home. 

The main school of business experience, however, consists of the 
little men engaged in trading, in operatit^g a lorry or two, in running 
a small workshop, and in similar small commercial enterprises. Many 
of these go bankrupt. A few go from strength to strength, and gaining 
experience, ultimately flower into the management of large under- 
takings. Frequently the numbers in these trades are excessive, and 
there is substantial waste of capital. It is therefore sometimes argued 
that entry into such trades should be regulated, either to ensure 
adequate incomes, or else to reduce the waste of resources. Looked 
at as a means of securing immediate output the over-development 
of these trades may be wasteful; but if one looks at it as a means of 
giving people experience of business management, the waste may be a 
training cost well met. 

In some of the under-developed countries it is felt that the growth 
of the native small business class is menaced by the competition 
of immigrants in similar trades. The great European concerns tend to 
confine themselves to large scale activities, but the Indians and Arabs 
in East Africa, the Syrians in West Africa, the Chinese in Jamaica and 
the Chinese in South East Asia are to be found competing even i 
the smallest trades, and because they have a longer commercit' 
tradition than the native peoples amongst whom they live, they ten 
to be more successful. Besides, immigrants tend to stick together, am* 
to help each other, and this promotes the prosperity of the group as 
a whole. In such countries there is often a demand that native business 
men should be protected from the competition of immigrants in 
certain lines. This raises awkward problems of racial discrimination 
and in addition, since imitation and competition are the two roads tc 
learning, it is not clear that nati^^e business men would progress more 
rapidly, or the community as a whole benefit, if the activities o) 
immigrants were restricted. It seems a better policy to insist on 
immigrants taking native apprentices (as Tudor Britain did) and to 
create other opportunities for native business men to improve their 
abilities. (Migration is further discussed in Chapter V J.) 

In their anxiety to develop local sources of enterprise, some 
governments create special financial institutions to lend money to 
small business men. This is helpful in so far as the deficiency of local 
enterprise is simply shortage of capital. However, this is seldom the 
case. The local capitalists are deficient in the skills of management, 



